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FRIDAY, JANUARY 21, 1921. 

United States Senate, 
Committee on Banking and Currency. 

The committee met pursuant to call, at 11 o'clock a. m., at the 
room of the committee, 303 Senate Office Building, Senator George 
P. McLean presiding. 

Present: Senators McLean (chairman), Calder, Owen, Hitchcock, 
Pomerene, Fletcher, Kendrick, and Henderson. 

The Chairman. There are present this morning some gentlemen 
r^epresenting the banks who desire to make some statements to the 
Ciommittee. The committee has before it a bill that provides for the 
establishing of savings-bank branches of national banks and per- 
mitting a certain * percentage for investment to be loaned on real 
estate. The committee will first hear Mr. Paton. 

STATEMENT OF UB. THOMAS B. PATON, NEW YOBK, OENEBAL 
MANAOEB OF THE AMEBICAN BANEEBS' ASSOCIATION. 

Mr. Paton. Mr. Chairman, I would like to say that there is pres- 
ent this morning also, representing the American Bankers' Associa- 
tion, Mr. H. H. McKee, president of the National Capital Bank of 
Washington, who is chairman of the national bank division of the 
American Banking Association, and also Mr. George O. Walson, 
president of the Liberty National Bank of Washington, who is a 
member of the legislative committee of the American Bankers' Asso- 
ciation. 

Now, as I understand it, Mr. Chairman, the views of the Ameri- 
can Bankers' Association have been desired as to the wisdom and 
. the necessity of this bill , S. 4721, known as the Calder bill. 

The American Bankers' Association is composed of 22,000 and 
upward of members of national banks. State banks, saving banks, 
and trust companies, situated all over the country, and it has been 
absolutely impossible in the short time since this bill was introduced 
to get any widespread expression of view as to the necessity of this 
measure. Such expression as has been obtained is that there are 
many objectionable features in it, and that it should not in any event 
be passed in its present form, and if there is any germ of principle 
or merit in it, that owing to the radical nature of the bill, in that it 
changes the existing method of organization of the national banks 
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4 ESTABLISHING SAVINGS BANK BRANCHES OF NATIONAL BANKS. 

and changes the scope of their investments of funds, it should not be 
seriously considered at this time, but that an opportunity be given 
for its study so that it might come up again at the next session of 
Congress. 

There does not appear to have been any demand for this bill on the 
part of the national banks, nor on the part of the depositors of the 
national banks, but it would seem that the underlying motive is to 
divert the funds of the national banks from commercial channels 
in which they are now invested to the benefit of borrowers who would 
build homes in view of the housing shortage. This is evidenced by the 
report of Senator Calder from the Select Committee on Reconstruc- 
tion and Production, i:eport 666, in which he says : 

The committee recommends modification of the Federal reserve act so as to 
permit the^ Federal Reserve Board to direct that portion of the long-term 
deposits in the member banks, at least a portion of the deposits in the savings 
departments be invested in long-term securities and mortgages in order to give 
greater security to the savings and to assist in providing homes for the thrifty. 

In other words, the purpose is to take some of the funds out of the 
national banks in the different sections of the country, in all localities 
where they are now interested in commercial pursuits and cause the 
calling in of the loans, and to compel reinvestment of those funds in 
real estate securities. 

Under the existing Federal law, section 24 of the Federal reserve 
act, power is now given the national banks to make loans on real 
estate and farm loans ; also on other real estate — unincumbered real 
estate — ^to the extent of one-third of their time . deposits, which I 
would figure would be about a billion dollars. 

The only power the national banks have not now which this bill 
would give them would be to make such loans in central reserve 
cities, as section 24 excludes central reserve cities from that permis- 
sion, and if it were necessary to extend their power to the central 
reserve cities that could be done by a mere amendment of section 24 
of the Federal reserve act. 

Senator Hitchcock. As it is now, the national banks or member 
banks in the central reserve cities can not make any loans whatever? 

Mr. Paton. Yes, sir; otherwise they can make loans up to one- 
third of their time deposits. 

Senator Hitchcock. That is, banks in other cities and other 
regions ? 

Mr. Paton. All over the country, except the central reserve cities. 

Senator Hitchcock. Have you any figures to show to what extent 
the national banks have availed themselves of that privilege? 

Mr. Patox. I hurriedly took the last printed report of the Comp- 
troller of the Currency and took the figures for June, 1919, and they, 
although a year old, would probably be of some benefit. 

According to these figures, the demand deposits of national banks 
were $9,106,000,000, time deposits $2,784,000,000, substantially a 
total of $12,000,000,000, one-fourth of which, or $3,000,000,000, are 
time and three-fourths demand. The actual loans at that same 
date, on the security of real estate not in accordance with section 
24, were $90,000,000, and on real estate under section 24, $93,000,000 
a total of $183,000,000. 

Senator Hitchcock. What do you mean by saying not in accord- 
ance with section 24? 



loan $50,000 to that borrower. That would be a very serious restric- 
tion and cnrtflilmfnt of the power of loaning. 

The gentlemen here- who are right in the banking business can ex- 
plain how that would opei'ate much more in detail than I. 

Then, while the bill is permissive in a way, it contains a provision 
whidi as I construe it makes it compulsory; it would put it in the 

Eower of the Federal Reserve Board to make it compulsory. The 
ill provides on pajie 5. lines 10 to 15, as follows : 

Proridva. howcrri; Tliiit the Feilei-iil Reserve Bonn! uiny, In [ts lUscretlon, re- 
fiutie liny national bonk to eatnMish and c^>eriite a snvlnKs-hiink ileiiiirtiiii'nt in 
nci'iirilancp witli tlie pi-ovlslons uf tills st^'tlon and may iinihlhit any national 
hank from umkliiK loans on real estate esceiit through a separate siiviiies de- 
partment. 

That would seem to place it within the power of the Federal Re- 
serve Board to require a national bank to <iepartnientize, to separate 
its capital and to specially invest its assets not in the way tliey are 
now invested, as the needs of the locality require, but in the way this 
bill pi-ovides. for the investment of the' assets of the sa\ings depart- 
ment, and its effect would be to take out of the conimunity wliere 
funds are now loaned in the way they are, for the best interests of the 
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community, according to the judgment of the directors, and compel 
them to be invested away from the community. There are other im- 
practical provisions in the bill. 

Senator Hitchcock. You say, compel them to be invested away 
from the community. I thought the restrictions in the Federal 
reserve act were such that a bank could only loan on real estate in the 
immediate neighborhood ? 

Mr. Paton. I am referring now particularly to the investment in 
bonds and securities. 

Senator Hitchcock. Oh, I understand. 

Mr. Paton. If the savings assets can only be invested, as this bill 
provides, then thej^ must either be invested in real estate or in such 
bonds and securities as are legal investments for savings banks ac- 
cording to the law of the particular State. There may be none such 
in the community, and probably are not, and therefore if they are to 
be loaned at all they must be taken out of the community and put 
into these securities. That is what I tried to convey. 

Senator Calder. It is practicable to-day for the national banks to 
loan their money all over the country. 

Mr. Paton. They loan it in the locality to the extent of the needs 
of the locality, and then it is invested largely in commercial paper. 

Senator Calder. And they deposit their funds in the larger banks, 
in New York. I am speaking of the banks away from New York or 
Chicago, or other money centers. They do that, do they not ? 

Mr. Paton. Yes, sir ; they keep their accounts for commercial pur- 
poses. 

Senator Calder. I did not want to interrupt your line of thought. 
I was not present at the beginning of your testimony and I simply 
desire to ask some questions. 

Mr. Paton. Yes, sir. Then, so far as the principle of segregating 
assets as distinguished from the capital is concerned, and safeguard- 
ing of the saving depositor, without the special investment of assets, 
that is a subject as to which there may be room for development and 
I can not express the thought of our members on that. But as the 
bill in its present form now reads there are those objections that I 
detailed, the objection to the apportionment of the capital and the 
objection to certain investment of the assets of the savings depart- 
ment, and chiefly and principally the mandatory power that it would 
give to the Federal Reserve Board over national banks ; in fact, mak- 
ing it a law-making power. 

As to the practical effect of this bill I would like to relinquish in 
favor of Mr. McKee, who is chariman of the national bank section. 

Senator Calder. Just one minute, Mr. Paton. What position do 
you occupy ? 

Mr. Paton. I am general counsel of the American Bankers' Asso- 
ciation. 

Senator Calder. Of course you understand that the purpose of 
this bill is simply — at least my purpose is — to simply afford funds 
to enable the people of the country to build homes. 

Mr. Paton. Yes, sir. 

Senator Calder. From inquiries that I have made on this subject 
throughout the country, I find that many national-bank officers are 
agreeable to the provision permitting them to loan upon homes. Mr. 
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Miller, associated with me, as you know, indicates that you have tes- 
tified that the demand deposits in national banks is something like 
$9,000,000,000. 

Mr. Paton. Yes, sir. 

Senator Calder. And the time deposits — that is savings deposits; 
when you say time^ do you mean savings deposits ? 

Mr. Paton. Savings and certificates. 

Senator Calder. I wish you would separate it so that you would 
know what the savings deposits are. 

Mr. Paton. I took those figures from the report of the Comptroller 
of the Currency as of June 30, 1919. The time deposits were thus 
separated: Certificates of deposit, $898,170,000; State, county, and 
municipal deposits, $8,240,000 ; postal savings, $94,088,000 ; other time 
deposits — which I should construe as savings — $1,784,442,000 making 
a total of $2,784,940,000. 

Senator Calder. I had in mind $1,700,000,000 deposits when I in- 
troduced that bill. My purpose, of course, is to permit the people in 
communities where this money is deposited to be able to borrow it 
back under proper precautions and every safeguard for the purpose 
of building homes. Now you know, or course, that outside of the 
larger western cities, you have not got the savings system which we 
have in the East, and which works so splendidly in affording finan- 
cial assistance to the people to build homes ? 

Mr. Paton. The answer to that is that the power now exists under 
section 24 of the Federal reserve act, except in central reserve cities. 
There a national bank is permitted to loan to the extent of one-third 
of its time deposits, which would bie $1,000,000,000 on real estate. 

Senator Calder. I do not quite understand it as you have stated it. 
Let me see if I understand it. As I understand, the national banks 
can loan on a man's note and take as security for payment of the note 
a mortgage upon his real estate which can run for only one year? 

Mr. Paton. One year. It can be renewed. 

Senator Calder. Well, when it is renewed, do you not beat around 
the bush, and are you not destroying this thing for which the law was 
enacted ? Does not the law mean that you can accept a mortgage as 
security for a loan and run that for one year ? 

Mr. IPaton. Section 24 provides : 

Sec. 24. Any nationnl bunking Jis.sociHtlon not situated in a central reserve 
city may make loans secured by improved and unencumbered farm land situated 
within its Fetleral reserve district or within a radius of one hundred miles of 
the place in which such bnnk is located, irrespective of district lines, and may 
als<i make loans secured by Improved and unencumbered real estate located 
within one himdred miles of the place in which such bank is located, irrespec- 
tive of district lines ; but no loan made upon the security of such farm land shall 
be made for a longer time than live years, and no loan made upon the security 
of such real estate as distinguished from farm land shall be made for a longer 
time than one year nor shall the amount of any such loan, whether upon such 
farm land or upon such real estate, exceed fifty per centum of the actual value 
of the property offered as security. Any such bank may make such loans, 
whether secured b\. such farm land or such real estate, in an aggregate sttm 
equal to twenty-five per centum of its capital and surplus or to one-third of its 
time deposits and such banks may continue hereafter as heretofore to receive 
time deposits and to pay interest on the same. 

The Federal Reserve Board shall have power from time to time to add to the 
list of cities in which national banks shall not be permitted to make loa'ns 
secured upon real estate in the manner described in this section. 
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Senator Fletcher. How much would that 25 per cent of surplus 
and capital yield? It says you can loan that on one-third of the 
time deposits. 

Mr. ?ATON. I imagine that would be one and one-third, would it 
not, Mr. McKee ? 

Mr. MdKEE. I think it would. 

Mr. Paton. I think it is optional to loan there. Now, if the 
present law is not sufficient, why not make a simple amendment to 
this section 24 to cover your purpose? 

The Chairman. What would the mutual savings banks in the big 
cities have to say about that? They do not pay any dividends. 

Mr. Paton. It would bring the national banks more in competition 
with the mutual savings banks. But, as I understand, under the 
present law, the national banks now operate savings departments 
and make loans on real estate. 

Senator Fletcher. By organizing separate departments? 

Mr. Paton. Some banks do; and there are, of course, laws in some 
States which restrict the use of the word " savings " to savings insti- 
tutions incorporated under the laws of the State, but the better 
opinion is that the national banks, notwithstanding those State laws, 
have the power to receive savings accounts and operate savings de- 
partments. 

So that' as a permissive measure, this bill would hardly seem 
necessary. 

The Chairman. You say operate savings departments, but they 
would not have the right to loan on real estate ? 

Mr. Paton. Not except on permission. 
,.The Chairman. That is, in the large central reserve cities, it 
would not have power to loan on real estate; that is what Senator 
Calder wants to provide for. But in these large places, I under- 
stand, such, for instance, as New York. 

Senator Calder. Mr. Chairman, I am not so particularly interested 
in this matter from the standpoint of New York City. There we 
have our great savings bank system. In New York State these sav- 
ings banks have deposits exceeding $2,500,000,000, and they have 
loaned of that on real estate, on first mortgage, about $1,300,000,000. 
It is in the territory away from the great eastern cities. In my 
investigation of the subject I find that in the western country and 
southern country there is a great demand for money for financing 
the building of homes. 

Mr. Paton. They why does not the existing section' 24 cover that? 

Senator Calder. It does not seem to because the contention is made 
that they can make their real estate mortgages but for one year, and 
the bankers whom I have talked to seem to feel that they are beating 
around the situation by renewing loans, and they claim that that is 
against the spirit of the law. I do not mean to say that the gentle- 
iXien I talked to are members of your association, but I have talked to 
many, many banking officials throughout the country, national-bank 
men. I talked with the president of the National Bank of Denver, 
whose name I do not recall, who said that they had $13,000,000 of 
savings deposits, and he told me he would welcome some legislation 
that would permit him to loan money out on real estate mortgages 
that he might effectually help the construction of homes in that city. 
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That is all I am trying to do. I am not trying to break down your 
system. 

Mr. Payton. This bill would revolutionize it so radically. Mr. 
Chairman, I would like Mr. McKee to make a statement to the com- 
mittee at this time. 

Senator Calder. You say that $300,000,000 has been loaned on real 
estate mortgages. That is about 8 per cent of your time deposits. I 
would like to see you have 40 per cent of those time deposits. Those 
time deposits are long-term deposits. They should not be mortgaged 
with your time deposits and loaned in New York, or where your bank 
might obtain commissions for the loan. It ought to be loaned back 
to the people who deposit with your bank, and if you can help us work 
out some scheme to accomplish this purpose, which would be just as 
effective, and which would protect your deposits, I would be glad to 
accept it. 

Mr. Paton. Why would not a simple amendment of section 24, to 
cover the loans on real estate mortgage for a longer time limit, at a 
certain amount, and excluding the central-reserve cities, accomplish 
the whole purpose? 

Senator Calder. Personally I would be very glad to have you pre- 
sent an amendment of that kind which we might consider. But after 
consultation with some members of the Federal Reserve Board, this 
bill was drawn by them at my request. We were simply trying to 
make sure that we were safeguarding the deposits of the people who 
put .their money in the national banks, and for that reason we pro- 
pared the bill as we have. 

Mr. Paton. Mr. Chairman, I w^ould like Mr, McKee to outline that 
situation at this time, if it meets the convenience of the committee. 

The Chairman. Very well. 

STATEMENT OF UR. HENEY H. UcKEE, PRESIDENT NATIONAL 
CAPITAL BANK OF WASHINGTON, D. C, ALSO PRESIDENT OF 
THE NATIONAL BANK DIVISION OF THE AHIERICAN BANKERS' 
ASSOCIATION. 

Mr. McKee. Mr. Chairman and gentlemen, when this bill was 
brought to my attention I immediately got in touch with the mem- 
bers of our executive committee, of which we have 16 located in the 
various Federal reserve districts, and also asked Mr. Mont joy, sec- 
retary of our division, to send out telegrams and letters to other 
Prominent bankers. I have nearly, if not quite, all the replies here, 
here does not seem to be any objection to the principle of the segre- 
gation of savings from commercial deposits, nor does there seem to 
be any particular objection to the amendment to the Federal reserve 
act that would allow a greater amount to be loaned on real estate. 

Senator Pomerene. Let me ask you a question there, if it will not 
interrupt you. How do you keep those accounts that you have of 
your savings deposits? iTou have an account showing your savings 
and your current commercial accounts, have you not ? 

Mr. McKee. Yes, sir. 

Senator Pomerene. Now, when you speak of segregation, what do 
you mean ? How could you change your present administration ? 

Mr. McKee. Segregation with particular respect to investment of 
the funds, as I understand it. The particular objection that has been 
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developed b5^ the replies to my inquiry, seems to be to the machinery 
that is provided in this bill to accomplish the purpose. The first 
objection is to the allocation of the capital and the surplus to the 
various needs of a combined business ; that is, allocating so much to 
the commercial department, so much to the trust department, and so 
much to the savings department. 

We believe that the same degree of security will be provided for all 
classes of accounts, if the capital requirement is permitted to remain 
unchanged. Speaking as a practical banker, I can see one danger at 
the present time in the allocation of capital. If a bank; having a 
mililon dollars' capital surplus is required to allocate one-half of 
that amount to its savings deposits, it would cut down its ability to 
loan to one borrower as large an amount as it is permitted to loan 
now, and that would create at once a curtailment of the loans of banks 
throughout the United States to a very great extent ; I could not esti- 
mate how much. 

There is one bank in this city that has more savings deposits than 
commercial deposits. 

Senator Pomerene. You mean a national bank? 

Mr. McKee. Yes, sir ; a national bank ; and that is true of a great 
many national banks throughout the country, because they have been 
developing thrift, I think, during the last few years, and have ac- 
cumulated very large savings deposits, which they loan in the usual 
and customary way upon the security of commercial paper, invest 
them in other securities, and to some. extent invest them in real-estate 
loans. 

The other objection which seems to have been developed is the 
mandatory provision, that the Federal Eeserve Board shall have 
the power to require any national bank to establish and operate a sep- 
arate savings department. 

About 15 years ago the little bank, of which I am president, 
confronted with the necessity of providing savings facilities for its 
depositors, and the people of the southeastern section of the city, con- 
sidered very seriously the question of operating a separate savings 
department. But the Comptroller of the Currency had not at that 
time given his entire approval to the operation of a savings de- 
partment in a national bank, so we organized a separate institution, 
which is the only true savings bank in the city of Washington, in 
that it receives nothing but savings accounts. It invests its funds 
principally in real-estate loans, but keeps a fair amount invested in 
good marketable securities, which it can get rid of easily, as a sec- 
ondary reserve in addition to its primary reserve of cash. 

Now, the Federal Reserve Board, if this power were granted it, 
might say that our national bank would have to open and operate 
a separate savings department, which would bring up the question. 
What are you going to do with this sayings bank ? It, the savings 
bank, might decide to open a commercial department, and the two 
banks would thereby be put in the position of being competitors if 
they were not amalgamated. I know that there are many cases Uke 
that throughout the United States, the most striking illustration of 
which is the Continental and Commercial National Bank of Chicago 
and the Fifth-Third National Bank of Cincinnati. There are sev- 
eral other large, as well as small, banks throughout the country in 
the same position. Instead of operating a separate savings depart- 



would dwindle to nothlDK. to the detriment of the hank as a whole; whereas It 
tlie steiiernl ImslnesK of the bank was eonducted under one capita llzntlon. cus- 
tonierH wouldn't care whether one department or another wiis on a paying basis 
jiis long as the hunk was prosperous. 

Senator Calder. Is not the purpose of my bill to j)rotect savings 
tiepositors whose deposits may be held for 60 days, while commercial 
deposits could be drawn on at once? 

Air. McKee. That is true, but I believe that the one capitalization 
would protect it just as much as segregation of p^rt of the capital to 
the security of that particular brancli of deposits. 

Senator Caldeb. Is it not contrary to the fundamental principles 
of sound banking to intermingle your long and short term business? 

Mr. McKee, I think so, personally; yes. sir. Of course, I can not 
answer for the great number of banks that I represent; that is my 
personal opinion; and that is the reason we organized a separate in- 
stitution when we took up the question of establishing a savhigs de- 
partment in our bank. 

Senator Calder. That is the reason the Federal Reserve Board, 
when I discussed the terms of tliis bill with them, thought it wiser 
to segregate the deposits and segregate part of the capita! fur the 
purpose of taking care of just this very thing. 



12 ESTABLISHING SAVINGS BANK BRANCHES OF NATIONAL BANKS. 

Mr. McKee. I can not quite follow you as far as segregation of 
capital is concerned, but I think segregation of deposits is wise, and 
I do not think that would meet with much opposition from the mem- 
bers of our association. 

The Chairman. I do not quite understand the method of the na« 
tional banks as to certain capitalization. You segregate part of your 
capital to run the savings department. If the savings department 
becomes insolvent, is that not going to impair the capital of your 
national bank? 

Mr. McKee. Yes, sir ; absolutely. 

The Chairman. Then what is the comptroller going to do under 
the law ? 

Mr. McKee. I do not know what he would do. 

The Chairman. It seems to me that that is an important point. 

Senator Pomerene. Suppose the banks become somewhat embar- 
rassed because of a decline in the valuations of real estate, etc., as 
often happens in some of these boom towns or cities, or even in some 
of these industrial towns, as during the period of the war, when there 
was great development, and it flattens out afterwards — what would 
happen if these real estate securities would depreciate; what would 
be the effect of that ? 

Mr. McKee. The savings department would be embarrassed, and 
under the provisions of this bill it would not be permitted to call on 
the commercial part of the business to help it or to protect it in any 
way, because this specifically prohibits the deposit of funds in one 
department by another, and a natural result would be for the savings 
department of the national bank, when it became embarrassed, to 
call on the commercial part of the bank for help and assistance, 
which might not be permitted under the terms of this bill. 

Senator Pomerene. Then suppose the situation to be such as they 
are, taken as one unit; it would be able to weather this little em- 
barrassment ? 

Mr. McKee. Absolutely. 

Senator Pomerene. And save the entire situation. If it became 
known that the savings department was embarrassed, why, neces- 
sarily, it seems to me that it would embarrass the commercial depart- 
ment as well, because there is nobody who is going to make a deposit 
with a bank if it is known that part of it is being very much embar- 
rassed. 

Mr. McKee. But the commercial bank, you will find, nearly always 
has available the kind of securities it can rediscount or hypothecate 
and raise money to take care of any embarrassment in any depart- 
ment of the bank. 

Senator Calder. In other words, the savings bank has the ad- 
vantage of serving notice ? 

Mr. McKee. Yes, sir ; that is true. 

Senator Calder. And is it not also true that an emergency such 
as Senator Pomerene has referred to is more likely to occur in a 
commercial than in a savings bank? In your long experience, have 
j^ou not found that the securities of mortgages on real estate, no 
matter what the boom conditions were, were sounder and surer in 
the long run in commercial business ? 

Mr. McKee. It all depends on the manner in which loans are made. 
If they are carefully selected, and there is a safe margin, there is 
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very little fear that any department of a bank will get into trouble ; 
but if they loan too much money upon bad or insufficient security they 
Avill find their loans uncollectible ; the people are unable to pay them. 
Thus you bring the question down to the personal equation; the 
managers or officials of the bank are selecting their loans wisely. 

Senator Pomerene. Senator Calder, is this not the proposition: 
The national banks, as originally organized and as now maintained, 
are largely commercial banks. Now, are you not by your system 
^oing to completely change the theory of this commercial banldng 
system ? 

Senator CxVlder. Senator Pomerene. originally the national-bank 
law provided for commercial banks tor commercial business only, 
but during recent years the national banks have gone into the savings 
business ; and I have no complaint of that. In the city of New York 
the national banks do no savings business. They do in the smaller 
places in New York State, away from New York City, and there 
has been no difficulty about it. But I have felt that if we wanted to 
do anything to get from these banks which contain the deposits of 
the people assistance to provide for the housing shortage that has 
been facing the Nation, and which we have had before us for the last 
four or five years, we ought to elaborate on these savings deposits. 

Senator Pomerene. I expect my interjections are interfering with 
Mr. McKee, and I owe him an apology for that. 

Mr. McKee. There is no apology necessary, Senator. I shall be 
glad if you will interrupt and ask any question. 

Senator Pomerene. But this thought occurs to me : I ain in sym- 
pathy with your desire to relieve this housing condition, but, at the 
same time, I am not as yet prepared to say that commercially we 
have got more money than we need. That is the difficulty about this 
proposition. We have, for instance, our farm organization, our busi- 
ness organization, complaining — and I am speaking now, when I 
say business organization, with reference to conditions as they are 
in our cities in Ohio, the industrial centers of Ohio — ^that one of 
their troubles is that commercially they can not get the money they 
want, and for that reason they insist upon this expansion, and our 
farm organizations, etc., are complaining a great deal more on that 
same line — ^that is the commercial side of it. 

Senator Calder. I do not agree with you. Senator Pomrene, at all. 
I think we need money for these permanent investments — for build- 
ing homes and factories. 

The Chairman. Do you not need it for both? 

Senator Calder. Yes ; we do. 

The Chairman. That is the trouble, you are not adding a dollar. 

Senator Calder. No; but we are permitting this important pur- 
pose. 

The Chairman. You are diverting — ^that is it. 

Senator Caldek. My purpose is to permit the loaning of these long- 
term deposits for long-term investments. 

The C/HAiiiMAN. These investments are all subject to mandatory 
restrictions. Do you not think that is a good idea? 

Mr. MoKee. Yes ; I think it is. I think savings deposits are dif- 
ferent from commercial deposits. 

The Chairman. There is no provision for that in this bill. 



14 ESTABLISHING SAVINGS BANK BRANCHES OF NATIONAL BANKS. 

Mr. McKee. When a man comes into a bank to make a commer- 
cial deposit he creates the relation of debtor and creditor — the bank 
is the debtor and the depositor is the creditor — and when he places 
his money in the bank, subject to check, he does so with the knowl- 
edge that it is to be loaned for commercial transactions. But whent 
a man, who has saved up $1,000, comes to the bank and says, in effect : 
" I do riot know what to do with this money. I am not skilled in the 
business of making investments. Take it from me and put it on 
deposit at a certain rate of interest, and invest it so you can make 
something for yourself and something for me," he has created a 
trusteeship, and those funds ought to be treated differently. But I 
do not believe this bill goes about it the right way. 

I believe the effect of this bill, if enacted into law, would be ta 
divert a very large amount of money that is now invested in commer- 
cial credits — and we know banks are full of frozen credits to-day that 
they can not realize on — and it would undoubtedly cause a great deal 
of embarrassment, particularly in the South and West, where the 
banks are full of agricultural and cotton loans. They could not get 
the money at this time without arbitrarily demanding curtailment of 
commercial loans, and there is great danger in attempting to do such 
a thing at this time. 

Senator Calder. That objection has been made to me by people who- 
have studied outside of the banking interests, and they propose that 
we extend it over a period of five years, the going into effect of the 
terms of the bill. 

Senator Pomerene. Senator Calder, do you not think the state- 
ment which Mr. McKee has just made is pretty sound? 

Senator Calder. Yes ; it is sound, but that does not take away the 
fact that these long-term deposits ought to ultimately go into long- 
term loans. 

Mr. McKee. I do not think there can be any valid objection to that. 
The principle is sound, but the details of the way in which this bill 
proposes to put it into operation are objectionable. 

The Chairman. Your savings bank department in your national' 
banks woulcj probably be for long-time loans ? 

Mr. McKee. Yes, sir. 

The Chairman. And they might run up to 5 per cent and perhaps 
more. What effect is that going to have on the mutual savings banks 
that can not pay 4 per cent in normal times — that is, they pay it with 
difficulty, a great many of them; they pay no dividends, while the 
national banks do. Would it not encourage buying? 

Mr. McKee. Absolutely ; the buying of savings deposits by offering 
higher rates as an inducement. 

The Chahiman. What effect would that have ? 

Mr. McKee. It would drive the interest on such deposits up and 
be reflected in higher interest rates on the money that those oanks^ 
have to loan, because they would have to ask more for the money in 
order to pay a higher rate for it. 

The Chairman. Would it not raise the whole rate on real estate? 

Mr. McKee. It would have a tendency to do that. 

The Chairman. Would that benefit the man who wants to build 
a home? 

Mr. McKee. I do not think so. Dwelling on that question briefly,, 
I will say that I loan a great deal of money for customers here in- 
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the city of Washington, and it has been my experience that there is 
plenty of money to be loaned here upon real estate, but the people 
who have the money are not willing to loan it upon the basis of the in- 
creased price of real estate. There has been a vast amount of what 
we call junk on the real estate market here recently, old housed 
offered at fancy prices because people had to have houses to live in. 
A house that would sell for $5,000 in prewar times and would prob- 
ably be worth that, has very often sold for $7,000 and $8,000 because 
the man who bought it would have to have some place to live ; and 
not having all the money required, he has sought help to buy it. 

Very often he could raise only one or two thousand dollars and he 
would have to have the difference between that and the price of the 
property if he was to complete the deal. He would go around to 
different people — he would ask me, for instance, and I would say, 
"No; I will not loan you $6,000 on a house that is normally. worth 
$5,000," and the result is that he can not get the money. Nobody 
is going to loan money unless the loan is considered by him to be. 
secure ; that is, the value must be sufficient to provide security — first 
the security and next the rate of interest is considered. I believe in 
very many of our communities that same condition exists. I know 
that there are trust companies to-day that have money that they 
would be glad to loan on real estate if the people who wish to bor- 
row it would be willing to accept a reasonable amount proportionate 
with the true value of the property, and I believe that is one of the 
conditions that has been overlooked throughout the country. 

Senator Calder. Have you not observed in the last two years a 
drift away from mortgage loans as compared with what it was five 
or ten years ago ? 

Mr. McKee. Yes ; and I ascribe that to the surtax provision of the 
income-tax law. To escape the tax people prefer to put their money 
into tax-free securities. 

Senator Calder. The man with a large income, who before we had 
the income-tax law loaned at 5 per cent, loans at 2 per cent, and we 
have got either to do something like I propose here or we have got 
to exempt real-estate mortgages from taxation or reduce the tax. 

Mr. McKee. Some inducement must be offered for money to flow 
into real-estate loans. 

Now, Mr. Chairman, permit me to analyze this bill briefly. Turn- 
ing to page 1, at the bottom of the page 

Senator Calder. Before you get to that, you spoke of the high price 
of real estate and. people refusing to make loans upon those properties. 
Of course, that is brought about through the high cost of building the 
houses ? 

Mr. McKee. Yes, sir. 

Senator Calder. People are not building houses to-day because of 
the high costs of material and labor? 

Mr. McKee. Yes, sir ; undoubtedly ; of course, if the cost of building 
came down 

Senator Calder (interposing). How about loans made last year on 
wool and hides, cotton, etc., on the high prices prevailing then? 

Mr. McKee. The banks now are insisting upon statements being 
made this year by borrowers that will show their inventories based on 
present reduced prices, and they are watching their credits very 
closely. 
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Senator Hitchcock. Those inventories will be very disappointing, 
will they not? 

Mr. AIcKeb. They will. I know that there are many banks through- 
out the country that are keenly alive to the situation, and the Federal 
reserve bank of our district has sent notices to the members of the 
fifth Federal reserve district saying that before any paper is accepted 
by them for rediscount it must be accompanied by a statement oi in- 
ventories based on the present market value of the commodities. 

Senator Calder. You spoke of frozen loans. Are those not frozen 
loans on wool and cotton and hides? 

Mr. McKee. Yes, sir ; due to unusual conditions. 

Senator Calder. You have no frozen loans on real estate? 

Mr. McKee. No ; the aggregate of loans on real estate held by na- 
tional banks is comparatively small. 

Senator Calder. And your bank, nor any other bank that you know 
of, has "had any serious concern about that security? 

Mr. McKee. No, sir ; national banks that loan on real estate under 
section 24 are restricting loans to 50 per cent of the value of the prop- 
eily, which affords them ample margin, but there are not many such 
loans. Generally investors are not willing to accept such small loans 
as 50 per cent of value. They want more than 50 per cent of value. 

Senator Pomerene. When you made that statement you meant 
it to apply to loans made by national banks ? 

Mr. McKee. Yes, sir. 

Senator Pomerene. There is trouble in a good many of those 
places where they have those houses at these exhorbitant prices 
that they have been selling at, etc., because a lot of men who were 
earning high wages are thrown out of employment, and they have 
this $7,000 house that you spoke of with a $6,000 mortgage on it. 

Mr. McKee. Yes, sir ; I know that. 

Senator Pomerene. And that class of mortgages is a good deal 
disturbed ? 

Mr. McKee. Yes, sir ; they are. 

Senator Calder. Will you not straighten that proposition out 
for me ? You have a saving institution, of which you are an officer, 
here in Washington, solely for saving purposes, and you loan a 
large amount of your deposits to the people for homes ? 

Mr. McKee. x es, sir. 

Senator Calder. What are the total deposits of your institution? 

Mr. McKee. About $900,000. 

Senator Calder. And you have loaned about what percentage of 
that? 

Mr. McKee. About $700,000. 

Senator Calder. How much real estate have you on your books 
that you had to foreclose ? 

Mr. McKee. None as yet. 

Senator Calder. So you had no trouble whatever and have not lost 
a dollar, nor has the strength and integrity of the institution been 
threatened in the slightest degree because of your mortgage busi- 
ness? 

Mr. McKee. No, sir; because we have watched it very closely. 
We have made comparatively few loans during the past two years. 

Senator Calder. And those that vou have made have been with an 
'*ve to the safety of the institution ? 
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Mr. McKee. Absolutely so. 

Senator Calder. And I commend you for it, and every honest and 
honorable bank will do the same thing. 

Mr. McKee. Now, if you will permit me, Mr. Chairman, I will 
analyze this bill briefly. With reference to section (24a) the bill 
provides : 

That such permission shall not be granted to any national bank in a State 
the laws of which require a minimum capital for organization of a State bank 
having separate commercial, savings and trust departments, or any two of such 
d^artments, unless such national bank has the capital required by State law 
of State banks having such departments as such nationl bank proposes to 
establish. 

Now, what about national banks that have not the required capital 
in which savings departments are already established? There are 
un^doubtedly very many little banks in the southwestern part of the 
country that are organized with a capital of $50,000, and that may 
be less than the States in which they are located require the State 
bank to have. Those banks have already established savings depart- 
ments. What is going to become of them ? 

Senator Calder. For my part, I am glad to Tiave your criticism. 

Mr. MoKee. Of course, I am endeavoring to make it in a helpful 
and constructive way. The next question that comes up is the allo- 
cation of deposits, as to which I have already expressed my opin- 
ion — — 

Mr. Paton (interposing). You mean the allocation of capital? 

Mr. MoKeb. I beg your pardon, the allocation of capital. The* 
next is "And subject to such regulations, restrictions, and limitations 
as the said board may prescribe, any national banking association 
may establish and operate a separate savings department," etc. 

Now, while that seems to be permissive, it is a question in my mind 
whether the Federal Reserve Board would not attempt to construe 
that as being mandatory. I do not know whether it would or not, 
but I would like to have that question clearly settled in my mind. It 
seems to be permissive. 

Senator Fletcher. In case they do, then what ? 

Mr. McKee. Then they would determine to what extent the na- 
tional bank could lend its deposits in the savings department on 
real estate and invest in other securities; in other words, it would 

give them the power to legislate. I think if it is the intention of 
ongress to have those deposits segregated and invested in any par- 
ticular class of securities, that Congress itself should determine the 
class of securities in which the deposits should be invested, and not 
entrust that power to the Federal Keserve Board. 

Senator Owen. Did the Federal Reserve Board draw this? 

Mr. MoKee. Yes, sir. That is my understanding. 

Senator Owen. Nearly all these boards extend their own powers. 

Senator Fletcher. It may be very difficult to specialize these 
various items in legislation. I can see some difficulty in that. 

Mr. McKee. That is true, but take any State which has a law that 
provides for segregation and investment in a certain class of se- 
curities, and another State that has not that provision, and in the 
State that has not that law the Federal Reserve bank shall have 

30556—21 2 
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power to make the law, and I contend that that i« wrong in prin- 
ciple. 

The next is the mandatory provision with regard to establishing 
and operating savings banks. I think the question of opening, es- 
tablishing, and operating a savings bank should be left to the discre- 
tion of the owners of the bank or the board of directors of the bank. 

Senator Owen. You think it would depend upon the condition 
and environment of that particular institution rather than any par- 
ticular rule drawn here in Washington in the Federal Reserve 
Board? ' 

Mr. McKee. Yes, sir; absolutely. It may be that some people 
may want to put their money in a savings department, and there 
may not be any particular demand for real-estate loans in that 
locality, but the entire demand may be for commercial loans. There- 
fore, that bank should be permitted to meet the demand for loans 
in its particular locality, using its money for the best interests of the 
community. 

Senator Pomerene. My recollection is that one inducement which 
made this committee recommend giving the national banks authority 
to make mortgage loans was to aid those national banks which were 
in agricultural regions, so that they might aid farmers, etc. ; on the 
other hand, in industrial towns there were the building and loan 
associations which largely take care of such people. 

The Chairman. You mean the savings banks in the East? 

Senator Pomerene. Yes; savings banks of the East. In Ohio 
we have those loan associations in nearly every town, so that it seems 
to me that situation is somewhat different. 

Senator Owen. I think the need for increasing the accommoda- 
tions available for real estate is indicated by a letter which I re- 
ceived from Oklahoma. It is from a very respectable man who 
stated that he had a $4,000 farm loan which came due on a piece of 
land that was worth $10,000 and he took the matter up with the loan 
company who held the loan and who made it seven years ago at a 
6 and 2 rate of interest. He writes : 

I WHS informefl by this company that they would renew the loan, but that 
the rate would be and 4 per cent and that they would not make It for less 
time than 10 years 

Senator Pomerene (interposing). "What does that mean — "six 
and two ? " 

Senator Owen. It refers to the 4 per cent running for the period 
of the loan- 
By this you see I will be forced to pay a comnilKsion of .$1,600. which com- 
mission they require paid during? the flrst three years of the loan, which makes 
my first three yearly interest payments as follows: 

Six per cent on the $4,000 will be $240, and one-third of the $1,600 commis- 
sion, $533.34, total annual payment, $773.34.— 

On a $4,000 loan. 

The Chairman. Where did you say that was, Senator? 

Senator Owen. In Oklahoma. Tie further writes : 

Thinking perhaps that this con)pany was an exception — 

And this is the important feature that 1 call attention to — 

I began to take the matter uj) with all tin- known conunenMal loan companies 
operating In this country, and to my Mun>rlw», I find that the same terms and 
rates are in use by all of them. 
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It is a damnable piece of extortion, and this country can not go on 
with that sort of practice. I think it only emphasizes the objection 
which I have heretofore raised to the high rates of interest fixed by 
the Federal Reserve Board, which I think were reprehensible in the 
highest degree. They have brou^ght that practice into existence now 
all over this country. 

The Chairman. Of course, that rate has nothing to do with any 
regulation of the Federal Reserve Board ? 

Senator Owen. It is psychologically connected with it, and when 
they raised the rate to 7 per cent, the member banks of this country, 
with perfectly good security, raised the rate, and in penalizing the 
member banks by 15 per cent they made the country feel that they 
all had a right to charge 20 per cent on such a loan as this. 

Mr. McKee. Turning now to page 6, section 2 of the bill : 

Every member bank which maintains separate departments the assets of 
which are segregated and kept separate as if each department were a separate 
bank shaU maintain separate reserve balances for each such department and 
shall keep separate and distinct the total reserves of each department from those 
of any other department; and whenever the reserve balances of any one de- 
partment shall fall below the required amount the reserves of that department 
shall be deemed to be deficient, and such department shall be subject to the same 
penalties and taxes for such deficiency in reserves as if it were a separate 
banking institution.' 

Now, reading that in connection with the provision over here on 
page 4, beginning with line 19 : 

No national bank having separate departments shall receive in Its savings 
department current funds subject to check or the deposit of checks, drafts, bills 
of exchange, or other items for collection or exchange purposes, or receive in 
any department deposits from any other department, 4*xcept that in proper cases 
funds deposited or held in trust in the trust department awaiting investment 
may, subject to the conditions prescribed in section 11 (k) and under the regu- 
lations of the Federal Reserve Board issued thereunder, be deposited in the 
commercial or savings department. 

That might cause the bank which has a separate savings depart- 
ment, and is required to replenish its reserve with the Federal Bank 
of its district, some trouble to make the transfer. As it is now, a 
national bank in this city, which has commercial deposits and savings 
deposits, is required to keep 10 per cent of its commercial deposits and 
3 per cent of its savings deposits on deposit with its Federal reserve 
bank. Of course all deposit accoimts are set forth on the general 
ledger — one is known as " Time or savings accounts," and another is 
known as " Demand or commercial." The first thing they do is to see 
that their savings deposit account is protected by the proper reserve, 
and if there is any deficiency to count that deficiency in their com- 
mercial deposit account and draw a draft or make a deposit or send a 
remittance to the Federal reserve bank to make the deficiency good. 

Now, I think the procedure set forth in these two sections of the bill 
will be found to be difficult to observe by banks that have commercial 
and savings deposits, and I do not see the necessity for it, because if 
you keep a savings department on one side of your bank and a com- 
mercial department on the other side, it does not make any difference 
whether you keep a separate and distinct ledger for the two classes 
of deposits or put the deposits into the general ledger of the bank, 
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just so long as you keep the amounts of the two kinds of deposits 
separate. There is' a prohibition here that — 

No national bank having a separate department shall receive in its savings 
department current funds subject to check or the deposit of checks, drafts, bills 
of exchange, or other items for collection or exchange purposes. 

That might be construed — I do not say that it would — ^but it 
might be construed as preventing savings banks from receiving 
checks for deposit in a savings account, and there are a grieat many 
banks that do a large business of that kind. They have customers 
out of town who do not come to the bank, and they put checks in 
an envelope and send them to the bank. I think the true intent of 
this is that the savings bank shall not do the usual collection busi- 
ness such as the national banks do, but unless that is stated specifi- 
cally it might be construed by the Federal Reserve Board to mean 
that the savings banks shall be restricted to the actual receipt of 
cash and shall not take anything else on deposit. 

Senator Calder. I do not construe that provision as you do. 

Mr. McKee. I just want to call your attention to one other matter 
and that is all I shall have to say. I think it would be extremely 
unwise at this time to attempt to enact legislation of this kind for 
the reason that I believe it would result in the arbitrary and unneces- 
sary transfer and withdrawal of a large amount of money that is at 
present loaned upon commercial credits, and we are proceeding now 
orderly and in a generally satisfactory way to reduce those credits 
held by the banks. Stuff is beginning to move — cotton, wheat, and 
other things are beginning to move, and in the course of a year 
or so the present condition may disappear altogether, and at that 
time I am certain that, if this matter is brought lip here, I do not 
believe there would be very much objection to the principle of the 
segregation of savings deposits, and to the principle of committing 
the national banks to loan larger amounts on improved and un- 
improved real estate than they are permitted or required to make at 
this time. 

Mr. Chairman, if the committee desires I will leave these papers 
with it. Some of the letters are addressed to me, others are addressed 
to Mr. Mountjoy, secretary of the national bank division, American 
Bankers' Association. I thank you, Mr. Chairman and gentlemen. 

(The letters and telegrams referred to above follow :) 

Minneapolis, Minn., 

January 13, 1921. 
Hon. Knute Nelson, 

Senate, WasJiingtotij D. C: 

The banks composing the Minneapolis Clearing: House Association and the 
St. Paul Clearing House Association in meetings held to-day passed resolutions 
opposing the passage of the bill known as Senate file 4721 regardiiag the estab- 
lishment of savings department and segregation of banking capital, I have 
been asked to advise you in the name of both associations and to request your 
opposition to the passage of the bill. 

J. S. Promekoy, 
Manager Minneapolis Clearing House Association. 



Minneapolis, Minn., 

January 13, 1921. 
Hon. Knute Nelson, 

Cnited i^tates i^enate, Washington, D. C: 

('ouncil of administration of ^linnesota Bankers' Association at meeting held 
to-day desires to enter its protest against adoption of Senate bill 4721 relative 
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to savings department separation of savings deposits and restrictions as to in- 
vestments of savings funds. 

O. M. Nelson, 
President Minnesota Bankers* Association, 



Minneapolis, Minn., 

January IS, 1921, 
Edgab E. Motjntjoy, 

American Bankers'Association, Washington, D, C: 

Executive council Minnesota Bankers' Association in session here to-dfey, 
and tlie clearing houses of Minneapolis and St, Paul, who have to-day given 
the matter their consideration are all opposed to the proposed amendments to 
Federal reserve act, your telegram January 12. Personally I believe proposi- 
tion much involved, and object to mandatory provisions. 

Edgab L. Mattson. 



Omaha, Nebb., 
January 13, 1921^ 
Edgab E. Mountjoy, 

Deputy Manager National Bank Division, American 

Bankers* Association, Washington, D. €,:• 

Telegram received relative to bill before Senate. Submitted same immedi- 
ately to oui; clearing-house association, which voted unanimously against it. I 
can not see any advantage to be gained either for banks or for the public by 
the passage of this bill. 

Walteb W. Head. 



Davenpobt, Iowa, 

January 14, 1921. 

Gdgab E. Mountjoy, 

Washington, D, C: 

Present authorization to establish savings department in national banks Is 
quite satisfactory. Compulsory application of capital between commercial and 
savings departments would be unwise, cumbersome, and would greatly reduce 
the ability of national banks to satisfactorily serve commercial interests. Some 
liberalization of present provision regarding loans on improved city property 
might be desirable. Present authority to make farm loans is satisfactory to 
banks of our size. Any proposed amendments should be optional. 

A. F. Dawson. 



San Fbancisco, Calif., 

January 1^, 1921. 
£iDGAB E. Mountjoy, 

Deputy Manager National Bank Section, 

American Bankers* Association, Washington, D. C: 

Proposed bill mentioned in your wire of 12th is similar to California State 
Bank Act, which seems to be working quite satisfactorily. However, the Federal 
Reserve System is meeting the needs of the country very acceptably at the 
present time, and I believe it inadvisable, therefore, to agitate or endeavor to 
enact any legislation affecting our national banking system under existing con- 
ditions. 

Fibst National Bank of San Fbancisco. 
Geobge a. Kennedy, Vive President. 



Minneapolis, Minn., 

January 13, 1921. 
Amebican Bankebs* Association, 

Washington, D. C: 

Council of administration of Minnesota Bankers' Association at a meeting 
held to-day desires to enter its protest against adoption of Senate bill 4721 rela- 
tive to savings department, separation of savings deposits, and restrictions as to 
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investment of savings fund. This refers to wire of Edgar E. Moontjoy to 
Edgar L. Mattson, vice president Midland National Bank. 

O. M. Nelson, 
President Minnesota Bankers^ Association. 



Chattanooga, Tenn., 

January 13, 1921. 
Edoab E. Mountjoy, 

Secretary American Bankers* Association, Washington, !>- C: 

The present bill before Senate authorizing Federal Reserve Boai*d to i)erniit 
national banks to establish savings departments would in our judgment do 
harm instead of good. In the smaller towns and cities throughout the United 
States they already have savings departments, and they have so many restric- 
tions now that it is nearly impossible for them to acceptably serve the commu- 
nity, and if such a law as suggested should be administered technically, as most 
of the laws concerning banks, it would be injurious instead of helpful to the 
public in the smaller places. It would be almost impossible for the small coun- 
try banks to comply with the terms of the bill. Congress ought to take from 
some of the executive departments powers they already have instead of con- 
stantly giving them more. 

T. R. Pbeston, 
President Hamilton National Bank. 



St. Louis, Mo., January IS, 1921. 
Edgar E. Mountjoy, 

Deputy Manager National Bank Division 

Atnerican Bankers' Association, Washington, D. C. 

Your wire as to the Calder bill, according to my intei*pretation, makes it com- 
pulsory for a national bank having savings and commercial and trust depart- 
ments to apportion its capital stock between these departments and to sepa- 
rately invest and account for the resources accumulated through respective 
department. To the bill as drawn I am strongly opposed. The purpose appar- 
ently is to equalize the opportunities of national banks with those of State 
banks and trust companies, but in giving wider latitude to national-bank opera- 
tions the bill handicaps national banks by this apportionment of capital. We 
are very successfully seeking savings and trust business on the strength of 
the great protection offered through our large capital and surplus. This bill 
will detract from the distinctive advantage we enjoy in that resi>ect ; it will in 
fact place us at disadvantage, because trust companies here are not i*equired 
to segregate their capital. We think the underlying purpose of the bill would 
be served by an amendment which simply permitted national banks to invest 
funds accumulated through savings and trust departments in such securities 
as are permissible for State banks and trust companies. If it Is proposed to 
give national banks this advantage there is no need to offset it by the proposed 
apportionment of capital. 

John G. Lonsdale. 



Warren, Pa., January 15, 1921. 

Edgar E. Mountjoy, 

Deputy Manager, A. B. A. National Bank, Washington, D. C: 

Calder bill carefully considered. Pennsylvania State banking laws do not 
extend sufficient privileges to make a change attractive to us. We strongly 
favor Federal reserve act revision and national-bank control, which will make 
membership in the national-bank system more attractive and indispensable to 
State banks rather than legislation which is indirectly designed to force State 
banks into a national-bank system. We favor for national banks, and preferably 
for all banks in the Federal reserve system, conservative restrictions, as now 
For all banks in the Federal reserve system conservative restrictions, as now 
applied to national-bank investments in securities rather than national banks 
being permitted to lower their standard of investment to those provided by all 
of the different States, which, in many cases, are far from conservative. We 
strongly urge you to oppose the bill and thank you for submitting it to us for 

^^® e . N. 0. Snx, Cashier Warren National Bank. 
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Daiias, Tex., January i7, 1921. 

EiDGAB E. MOUNTJOY, 

Washington, D. C: 

Yours, 12th; in our opinion there should be no apportionment of capital 
between commercial and savings d^partm^it ; there should be maintained sepa- 
rate and distinct departments for*handling commercial and savings and in- 
vestments of savings funds ; should be limited to character as suggested in your 
message. We see no reason whatever for capital divisio|;i. 

Nathaiv Adams. 



Baltimobe, Md., January i7, 1921, 

E. E. MOUNTJOY, 

Washington: 

Executive committee, Baltimore Clearing House, unanimously opposed to 
Senate bill 4721 ; believed so complicated as to cause much confusion and we do 
not believe it offers compensating advantage. 

Waldo Newcomeb, President. 



The Second National Bank of Boston, 

Boston, Mass.y January 14* 1921. 
Mr. Edgab E. Mofntjoy, 

Deputy Manager, A. B. A., National Bank Division, 

Washington, D. C. 

Deab Sib : Acknowledging yours of January 12, addresseil to my son, I regret 
that he is absent on business until next Tuesday, and therefore it will not be 
possible to secure an opinion from him in regard to the bill intended to empower 
the Federal Reserve Board to authorize national banks to establish separate 
savings departments. 

I might add that my personal feeling is that at least in New England we have 
so many well-managed mutual savings banks that the necessity for this per- 
mission does not seem obvious to me. 
Very truly, yours, 

Thomas P. Beal, President. 

The Fifth-Third National Bank of Cincinnati. 

Cincinnatu Ohio, Janunry 15, 1921. 
Mr. Edgab E. Mount.toy, 

Deputy Manager, A. B. A., Xational Bank Division, 

Washingtmi, D. C. 

My Deab Mb. Mountjoy : Your letter of the 13tli inst., in which you inclose 
copy of bill by Senator Calder, received. This from a cursory examination 
appears to me to be an unnecessary pie<*e of legislation, and as such I would not 
be disposed to favor its passage. 

I do not believe under the present conditions that the passage ^f the bill 
would provide any additional funds to correct the housing situation, inasmuch 
as there is already a great strain on the credit facilities of the national banks. 
Very truly, yours, 

C. A. HiNSCH, President. 

ft 

The Commercial National Bank, 
High Point, N. C, January 15, 1921. 
Mr. Edgab E. Mountjoy, 

National Bank Section, Washington, D. C. 

Deab Mb. Mountjoy : Your letter of the 13th is at hand, containing copy of 
bill S. 4721, introduced by Mr. Calder in the Senate of the United States. 

I have read this carefully and must say that there is one clause in this that I 
think might be quite objectionable — " That the Federal Reserve Board may, in 
its discretion, require any national bank to establish and operate a separate 
savings department in accordance with the provisions of this act, and may pro- 
hibit any national bank from making loans on real estate, except through a 
separate savings department." 
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As you know, at present our saving accounts are segregated from our active 
accounts, but to establish and operate a separate savings department from our 
other business would entail additional expense and would complicate business, 
and, as I see it, without corresponding benefit. I trust you can prevail on the 
committee to cut this out if the bill should pass. 
Yours, very truly, 

J. Elwood Cox, President, 



American National Bank, 
Richmond, Va., January 17, 1921. 

Mr. E. E. MouNTJOY, 

Deputy Manager, A. B. A., National Bank Division, 

Washington, D. C, 

Dear Mr. Mountjoy :I have your favor of the 12th instant, which I have been 
unable to answer until to-day. I trust it will reach you in time to be of service. 
I have sent copy of it to Senator Owen of the committee. 
Yours, very truly, 

Oliver J. Sands. 



American National Bank, 
Richmond, Va,, January 11, 1921. 

National Bank Division, American Bankers* Association, 

Washington, D. C. 

Dear Sirs : I take pleasure in complying with your request in giving my per- 
sonal views with reference to Senate bill 4721. 

National banks now maintain savings departments, and with the exception of 
the provisions of the Federal reserve act relating to reserves, and the rulings of 
the Federal reserve board as to the method of withdrawals, notices, etc.. the 
funds of these departments are handled, invested, and secured as all other de- 
posits of the bank. 

The purjwses of Senator Calder's bill are — 

First. To enable the national banks to compete with State chartered banks in 
the matter of investment of such proportion of their funds as may be segregated 
under this act. 

Second. To enlarge the amount of money, which may be available for real 
estate transactions, and thereby make it possible for national banks to serve 
the farmers and home buyers to a greater extent than at present permitted. 

Third. To increase the membership in the Federal reserve system by giving 
a wider range to the operations of the national banks, and thereby make it more 
attractive to State and savings banks to enter the system. 

I have been hopeful that there would be no material amendments or changes 
made in the Federal reserve or national-bank acts until we have had a few 
years under normal conditions (if there is such an " animal *'). National banks 
should be allowed to invest a reasonable portion of their savings deposits in 
real estate loans. It may be suggested that this would increase the frozen or 
long time slow assets of a national bank. I doubt this, as my experience for a 
great many years is that good real estate loans are not as unliquid as many of 
the loans now i)ermitted. and this bill might go a little further and restrict loans 
upon stocks and the purchase of bonds and securities. I think^ that the objects 
of the bill could be attained without the requirement of so much machinery and 
bookkeeping. This is unnecessary and will prevent banks from availing then7 
selves of the privilege because of additional expense, etc. 

It may be charged by opponents of this bill that there is not enough money 
to take care of the commercial business of this country. This may be true at 
the moment, but our present condition is brought about by the confiscation by 
the Government of all our banking resources to finance $25,000,000,000 of fixed 
Government loans. It was certainly not the expectation of the framers of the 
Federal reserve act that the gold held by the commercial banks of the country 
should be taken for this purjwse, and 40 per <:»ent in gold required. for every 
dollar of currency issued against Government bonds. This has been done with 
great profit to the Government and great loss to the member banks, and there 
seems to be nothing to do but wait until time works the situation out, or some 
representative of the people insists that if for no other reason than good policy 
the banks should be relieved of this burden without further loss. 
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When this situation is cleared and Government bonds are absorbed by 
investors, or a material reduction in required reserve is made uiion currency 
secured by Government bonds, there should be an abiuidance of reserve money 
in this country to carry on all our coiumercial burrlness as well as the real 
estate business authorized by this act. 

Banks should be allowed to use their own discretion as to whetiier they will 
act under this bill or not. Local conditions governing the business of the 
banks should be the controlling motive — ^therefore, I think that the provision on 
l>age No. 5, giving the Federal Reserve Board the ix>wer to require banks to act 
under this bill should be stricken out. 
Yours, very truly, 

Oltver J. Sands, Prci^idcnf. 



The First National Bank of York, 

York, Pa„ January n\ 192 L 

Mr. E^DGAR E. MOUNTJOY, 

Deputy Manager, A. B. A., Washington, D, C. 

Dear Sir: We have your favor of the 13th instant inclosing bill (S. 4721 K 
The bill as a whole we are very much opposed to. 

In this city of York our trust coiiiiMinles are amply able to take care of all 
demands for real-estate loans, and should we have to segregate our si>-calleil 
savings money in the banks of York it woiild practically put our merchants and 
manufacturei*s out of business, as the bulk of our banks* deposits are made up 
of so-called savings accounts. 

Why anyone would want to put the banks to the additional exi^ense and 
trouble of segregating savings from our general banking business I c»an not see. 

Some years ago at the time the postal-savings bill was^)asseil there was an 
attempt made by the American Bankers Association to present a bill to Con- 
gress to segregate savings accounts in the banks of the United States. The 
Pennsylvania bankers held a meeting at the Bellevue Stratford Hotel, Thiladel- 
phla. Pa., to discuss the proiK)sed bill. Savings in Pennsylvania weiv over 
$500,000,000 at that time. I attended this meeting and made the statement 
that If this bill went through it would absoluely ruin our city, as we would 
have to withdraw our loans to merchants and manufacturers to put it lnti> 
bonds and real-estate loans, and the same condition exists to-day. 

I trust the American Bankers Association will use Its utmost efforts to de- 
feat the proposed bill. I have sent the copy of the bill to the president of the 
local chamber of commerce and have asked him to take it up with the chamlwr 
of commerce and get in touch with our (Congressmen and our Senators from 
Pennsylvania. 

Respectfully, yours, 

W. A. Key WORTH, Presidvnt. 



First National Bank of Cheyenne, 

Cheyenne, Wyo., January 12, 1921. 
Hon. George P. McLean, 

Chairman Convniittee on Banking and Currency, 
United States Senate, 

Washington, D. C. 

Dear Sir : Your letter of the 8th, inclosing copy of a bill to govern savings 
departments of national banks, is received. 

For your information, national banks all over the country are now operating 
saving' departments and the inclosed measure, if adopted, would work ii very 
decided hardship upon them to meet the requirements of the bill. The neces- 
sity for these restrictions and regulations has not yet arrived, and we should 
say that in times like these it would be wise to let well enough alone and not 
rock the boat. 

Yours, truly, 

A. D. Johnston, Cashier. 



I .. 
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Mellon National Bank, 
Pittsburgh, Pa., January 14, 1921. 
Hon. George P. McLean, 
United States Senate, 

Washington, 

My Dear .Senator : I beg to acknowledge receipt of your letter of the 8th 
instant, inclosing a copy of Senate bill No. 4721, to amend section 5236 of the 
Federal reserve act, and note your request for our views on this proposed legis- 
lation. 

In reply I beg to say that at the present time, as a national bank, we are 
receiving deposits of funds payable at fixed future dates and also funds sub- 
ject to 30 days' notice of withdrawal, for which we pay the ruling rates of 
interest for time funds. This course appears to be justified by the Federal 
reserve act and its amendments and we are obliged to carry a reserve thereon 
of 3 per cent only ; such funds are not earmarked in any way, but are merged 
with our general deposits and are used to make loans to our manufacturing 
and merchant customers and to buy commercial paper and investment securi- 
ties. This method of handling these deposits is really quite satisfactory to us, 
and unless it transgresses the law we should much prefer to continue it. 

The proposed law makes the earmarking of a certain portion of the paid-up 
capital and the surplus and also of the securities in which savings deposits 
are invested obligatory and would perhaps make our present practice unlawful. 
In that latter event we might not wish to continue to receive time money ; the 
restrictions on Investments and the added expense of conducting a prac- 
tically new organization might, in our opinion, overbalance the benefits derived 
from the use of such money. 
Yours, very truly, 

W. S. Mitchell, Vice President. 



Central Savings Bank, 

Neiv York, January 19. 1921. 
Hon. George P. McLean, 

Chairman Committee on Banking and Currency, 

United States Senate, Washington, D. C. 

Dear Sir: We were duly in receipt of your letter of 6th instant, but owing 
to the rush of business at this time of year we have been unable to reply sooner. 

As far as our institution is concerned, we would be decidedly opposed to the 
measure which has been proposed for various reasons, the principal one being 
that under our present State laws no institution except a savings bank is 
allowed to use the word " savings " in connection with its business. 

Furthermore, the law provides that no savings bank in this State shall do 
business in the same room with a business bank, or in a room connecting there- 
with. 

Such a law as is proposed in the measure to which you call our attention 
would be in direct opposition to these conditions of our present law, and also, 
inasmuch as all the savings banks in the State of New York are mutual institu- 
tions, i. e., operating without capital stock or profit in any way to the trustees, 
we feel that nothing should be done that would in any way tend to disturb the 
business affairs of these institutions. 

One of the objectionable features of the proposed bill Is lack of mandatory 
restriction for investment of deposits. 

Consideilng that a large proportion of the profits of national banks are dis- 
bursed as dividends to stockholders, we deem it proper to say that had the 
mutual savings banks disbursed one-half of their profits in excess of Interest 
paid to depositors there would probably not be to-day, at present market value 
of investments, any solvent mutual savings banks. 

In any event, we sincerely hope that before such a measure should be adopted, 
or even acted upon favorably by your committee, that the savings banks of this 
State, and also mutual savings banks located in other States, be given a hearing 
in order that we may set before you our views regarding the subject. 

The secretary of the Savings Banks Association of the State of New York Is 
Dr. H. H. Wheaton, whose address is No. 56 West Forty-fifth Street, New York 
City, and he could arrange for representatives to appear before your committee 
from our association should you desire that this be done. 
Very respectfully, yours, 

A. KoppEL, Treasurer, 
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Senator Calder. I am under the impression that in New York 
City none of the national banks have savings deposits ; is that true ? 
Mr. Paton. I think some of them conduct sayings deposits. I can 
not specify the institutions, but it is my impression that some of them 
do because I have had the question up as to whether they had the 
right to use the word " savings." 

Senator Calder. I do not know of any national bank in New York 
City that has a savings department. 

Mr. Paton. I do not know of any personally. 

Senator Calder. When I introduced this bill it was not for the 
purpose of helping any condition in my own citjr, but the housing 
condition is pretty bad and my purpose in this bill is to permit na- 
tional banks with savings departments to loan 50 per cent of those 
savings deposits on real-estate mortgages under proper security and 
with proper restraint, and at nearly every place where I have in- 
quired the Federal banks throughout ^he country that have savings 
deposits, I find concur in the idea, 

Mr. Paton. I do not think there will be any widesj)read objection 
to that principle, but it is simply the machinery that is going to put 
it into operation. 

Senator Pomerexe. Can you tell me to what extent the national 
banks in the larger cities make loans on real estate mortgages ? 

Mr. Patox. I can not answer that question because I am not 
familiar with the practice of these large national banks. 

Senator Calder. When I was in Denver I asked the president of a 
leading national bank there what were the total savings deposits of 
the national banks of Denver, and he said $50,000,000. I asked him 
what portion of that was loaned on real-estate mortgages and he 
said not a dollar; that it was placed on savings, on long-term deposits 
of the people and was put out in commercial business. There is a 
great housing shortage in Denver, and the people want money to 
build houses. I want it to go into the record that this witness has 
said that he does not know of a savings bank in this city — I want 
that forcibly put into the record, that he has not on the books of his 
bank to-day a single piece of real estg^te that he had to foreclose on, 
and there is no frozen real estate in any of the banks of the ^District 
of Columbia, or any other part of the country as far as he knows. 
Senator Pomerene. When did you organize your savings bank ? 
Mr. McKee. About 16 years ago. Let me qualify that by saying 
that there are two or three that we have had trouble with, in getting 
the interest paid up and in getting it ultimately paid. They are only 
small in amount, about $15,000, and we are trying now to get a set- 
tlement without recourse to foreclosure, and I believe we will. 

Senator Calder. And as far as you know, the loans made on real 
estate mortgage by the savings department of the national banks are 
not troubling the officers of the national banks to-day ? 
Mr. McKee. As far as I know, that is true. 

Senator Calder. And the frozen loans are those high loans made 
on commodities? 

Mr. McKee. Yes, sir ; due to the unusual conditions with which we 
are confronted to-day. 

Senator Calder. So the high cost of housing has not concerned 
them so much in the matter of securities as the other high loans? 
Mr. McKee. That is true. 
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Senator Pomerene. Is this not also true, that in the case of the sav- 
ings banks, or building loan associations, a foreclosure is only begun 
as a last resort ? 

Mr. McKee. Yes, sir. 

Senator Pomebene. For the sake of the institution itself, as well 
as for the sake of the borrower ? 

Mr. McKee. That is true. 

Senator Pomebene. They seek to adjust these matters in some way 
that will be equitable and save not only the bank expense but save 
the borrower as well ? 

Mr. McKeb. That is true. 

Senator Pomerene. If the borrower gets into an embarrassed po- 
sition ? 

Mr. McKee. That is true. I have sold two pieces'for borrowers ta 
avoid that. 

Mr. Chairman, Mr. Walsoii, who is the president of the Liberty 
National Bank^. of Washington, D. C, and has an active savings and 
commercial department, would like to be heard for a few minutes. 

The Chairman. Yerv well. 

OF MB. OEOKOE 0. WALSOH, FBESIDEHT IIBERTT 



NATIONAL BANK OF WASHXHOTOH, WASHIHGTOir, D. C. 

Mr. Walson. Mr. Chairman and gentlemen, I shall not tire you 
"with anv extended remarks, for the reason that in vour interroffa- 
tions you have brought out some of the points I had in mind. It is 
possible that I might throw some little light, through practical ex- 
perience, on the points that Senator Calder has mentioned, particu- 
larly in regard to real-estate loans. My institution is a young na- 
tional bank 

Senator Pomerene. Please give the name of it. 

Mr. Walson. The Liberty National Bank of Washington. Four 
years ago the Liberty Savings Bank was organized especially for 
the purpose of serving small depositors, with a view to making 
real -estate loans, insuring th^ lives of the borrowers, but finding, 
upon the organization of that bank, that such institutions were 
rather a new proposition in Washington the thought occurred of 
nationalizing as a national savings bank. 

In reply to an application to the Comptroller of the Currency for 
the name of the Liberty National Savings Bank we were told, infor- 
mally, that that was a very delicate subject ; that the banking com- 
missioners and banking departments of every State in the Union 
would resist with great force any move on the part of the Comptrol- 
ler of the Currency to allow the word " savings " to be incorporated 
in the title of a national bank, and while it had been done in one or 
two instances through special legislation, it was deemed inadvisable. 
Whereupon we nationalized our bank with the thought in mind, 
practically as provided in this bill, without the apportionment of 
tne capital, but with segregation of deposits for the purpose of 
investing in secured loans and bonds, and at present 75 per cent of 
deposits are savings and are so invested. The principle of invest- 
ment for the protection of savings deposits was faithfully carried 
out, with the result that it curtailed the operation of the bank among 
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the business borrowers and prevented us from meeting their needs 
through our desire to secure absolute security for every doUiir of 
the savings deposits. 

We found that the limitation of 54) per cent of the valuation of a 
piece of property, and a limitation of one year on the loan, absolutely 
precluded any real-estate loans being made, although we had money 
which we were willing to loan on real estate to prospective real-estate 
buyers and home builders, but not $1 has been applied for nor dis- 
cussed when the information was given as to the conditions imder 
which the loan could be made. 

Our thought is that if we could have made these loans we would 
have saved considerable loss in depreciation in securities which were 
bou^t to employ our funds, it being impossible to make a single 
real-estate loan. We also went in the o|)en market and bought col- 
lateral loans. We sent money to New York correspondents for the 
reason that we could not make the character of loans that we desired 
here in Washington. We are bix)ught to the point now, and as prac- 
tical banking men, with a desire to serve our community, and I may 
say, incidentally, that we have served it indirectly through the com- 
mercial department, in loans made to building and loan associations, 
and I would emphasize that point, Mr. Chairman, with respect to your 
remarks as to the helpfulness on the part of banks, that we have 
helped. In Washington to-day there is probably one million to one 
and a half millions loaned to building associations at the lowest rate 
of interest. 

Senator Calder. Do you mean that the banks have loaned i 

Mr. Walsox. The banks have loaned to these associations, which 
incidentally accounts for the action of their joint association in agree- 
ing to loan money at the rate of 6 per cent to prospective home build- 
ers and buyers. 

Senator Calder. What rate do you charge now? 

Mr. Walson. We charge them 6 per cent. 

Senator Calder. Then loan it out at 6 per cent, do they ? 

Mr. Walsox. They loan it out at 6, but as a matter of fact, with 
their plan of installment payment, it returns them a somewhat larger 
rate than 6 per cent. 

Senator Pomereke. For what length of time do you make those 
loans ? 

Mr. Walsox. For three months, but which means, so far as the local 
bank is concerned, renewable at the pleasure of the borrowers. 

Senator Pomerene. In that respect you are making substantially 
what miffht be called a commercial loan i 

Mr. Walson. We call that a commercial loan. 

Senator Calder. You loan to the building associations at a stipu- 
lated sum and take their note for it ? 

Mr. Walson. Plain note. 

Senator Calder. Do you mean that you require the board of di- 
rectors to pass a resolution? 

Mr. Walson. Yes, sir; the board of directors pass a resolution 
authorizing their officers to borrow the sum of say $100,000 from 
banks, or so much thereof as may be necessary, and we are glad to 
make those loans. 

Senator Calder. Do jou require them to deposit with you an 
Assignment of the mortgages to secure you ? 
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Mr. Walson. Absolutely not. There has never been a lien of this 
kind in our possession^ and we have a situation which seems incon- 
sistent. In my institution, after nationalizing, the national bank ex- 
aminer reports to mj' board of directors that we are carrying un- 
lawfully real estate loans — — 

Senator Pomerene. Carrying what? 

Mr. Walson. Carrying unlawfully real estate loans which were 
not made under section 24. It can not be helped because we carried 
them over, but they were made with great care. They are the best 
line of investment we have. 

Senator Calder. That is what I am trying to do, to prevent you 
from violating the law, and no more. 

Mr. Walson. We are gradually liquidating those loans, and it 
brings us to this position — we are compelled to say to our bor- 
rowers, " Your loan must be taken up." 

I did not intend to dwell upon that point. My intent was to dwell 
more on the machinery proposed by which a desired condition is to 
be attained, but on hearing your remarks I felt that I should express, 
so far as a banker could, my ideas with respect to the aim of the 
bill in the matter of real estate loans. I have desired to make these 
loans, and my feeling and intent is to help the small man. I left 
a large commercial bank for the purpose of establishing a savings 
institution, as I have heretofore stated, with the special feature of 
a home loan, with life insurance for the borrower a feature. 

With the conditions existing at present it would appear to me that 
the intent and purpose of this bill might be reached by amendment 
of section 24, as suggested by Judge Paton, by which you could 
allow a national bank to make these loans. 

Senator Pomerene. That is, you mean loans in larger part of 
valuation ? 

Mr. Walson. Larger part of valuation, and not be restricted to a 
one-vear limitation. 

Senator Calder. When you say you make loans on the larger part 
of valuation, did you not intend to refer to the larger portion of 
your deposits? 

Mr. Walson. No, sir; I meant larger than 50 per cent of the ap- 
praised value. It how requires the pernicious system of second trusts 
to go along with a loan rather than allowing an honest well-inten- 
tioned man 60, 65, or 70 per cent of the appraised value of his 
property — as the case may be. 

Senator Poi^ierene. What commissions are usually charged on 
second-trust loans? 

Mr. Walson. Commissions on second trusts have varied from 3 to 
40 per cent — under my observation. 

Senator Calder. How can any man build a home under those con- 
ditions? 

Senator Po^rERENE. I may say — and I say it with regret for my 
own State — that I find some of these banks are being organized to 
deal in second-mortgage loans and are making enormous profits. 

Mr. Walson. The inducements are so gi'eat in the wav of profit 
that there has been a great deal of money loaned in Washington, 
but not by banks. I have found that while some of the loans we 
make on plain notes may go into second trusts, they do not enter the 
banks. There has never been such an enormous amount of second- 
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trust paper in existence in Washington as we find to-day. Collection 
departments in banks are clogged with them. We find people are 
borrowing money at 40 per cent of the appraised valuation of 
property on first trusts, and, perhaps, there will be another 40 or 45 
per cent in a second trust. 

Senator Pomerene. Is that on residence property? 

Mr. Walson. That is on residence property mainly. 

Senator Calder. Mostly little homes? 

Mr. Walson. Yes, sir. Now, if you could change conditions under 
which the national banks may make real estate loans so that they 
will not be restricted to one year, I think it would be very desirable. 

If you will allow me, I would like to give you an actual, every- 
day experience. I have in my bank a loan of $10,000 made on a 
prune first trust, a collateral loan payable on call. In this particular 
instance the customer is also a commercial borrower. Our limit is 
$27,500. This loan bears 6 per cent interest, and the collateral is 
regarded as personal security; he owns the trust. That was his in- 
vestment. He needed money and used his collateral. He comes in 
and borrows $10,000 in regular course — he is a business man — mak- 
ing total line $20,000. Bear in mind that $10,000 amply secured 
t^lie first charge against his line. He can only borrow $7,5(K) addi- 
tional in any shape or form. He now comes to us and states, " My 
home, worth $60,000, has on it a maturing-first tnist of $15,000, and 
the loan agent tells me it can not be renewed for less than three years 
and I must pay 7 per cent interest on the renewal. My residence is 
in a fashionable and high-priced section of Washington. I must pay 
a commission. Now, you are my banker, and I wish you to take care 
of that for me." 

We are confronted with this situation: He already has a line of 
$20,000 and therefore it is impossible for us to do anything for him. 
except under subterfuge. T\ e might have his office boy execute a 
note for $15,000 and take up this $15,000 trust, carrying it a- col- 
lateral, and to all appearances the office boy is the actual owner of 
the note. There is the temptation that confronts the banker. 

Senator Calder. That house you say is worth $60,000? 

Mr. Wai^on. Yes, sir. 

Senator Calder. If you could do so under the law you wouM be 
glad to loan him under mortgage at 6 per cent, $25.^)00? 

Mr. Walsox. I would. 

Senator Calder. And that is what I am trying to acron)f)li>ii. 

Mr. Walsox. I merely cited that as an illustration. Tliere is a 
borrower I could serve to a purpose. The man wantr< that moiu'V 
for one year. The broker refuses to make renewal for h'ss tlian three 
years, and I can not make him that loan berausf* it would l^f an 
excess line: he wants S-35.000 line when our limit is $27.5^K). 

What I am trying to bring out is that it appears that this bill pro- 
vides a verv' cumberous piece of machinery, where it mi^rht be simpli- 
fied bv a modification of section 24. and I am sure, as Mr. Mr-Kee has 
Stated, that it would not be objected to by bankers throufrhout the 
United States, resrardless of the character of their institution. 

Senator Pomerene, Will you ju-t state in a concrete form what 
your modification would be? 

Mr. Wal^ox. My modification would be to allow, first, an extension 
of the period for which a real e^^tate loan might be made. 
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Senator Pomerene. To what limit ? 

Mr. Walson. My limit would be for three years. Secondly, an in- 
crease of the amount as borne to the appraised valuation of the prop- 
erty. 

Senator Pomerenb. To what extent ? 

Mr. Walson. I should say to the extent of 65 per cent. 

Senator Pomerene. When joxi say appraised value, do you mean 
the appraisement which your institution would make, or do you mean 
the assessed value ? 

Mr. Walson. I would say that necessity compels an appraisal to be 
made by our own institutions, and I might add if conditions were 
different in the appraisal by public officials, if men were chosen for 
those positions who were thoroughly conversant with the valuation of 
real estate, and we could depend on them just as we depend upon the 
mercantile reports or on the security market reports, that we could 
simplify the operation so that what now appears to be a very cum- 
bersome, laborious, and formal proposition in the consideration of a 
loan, it could be very much simplified, and we could deal with real 
estate somewhat as we deal with securities. 

Senator Pomerene. I simply asked the question in order to make 
clear your position. I think if I were in your bank I would prefer to 
trust to the judgment of the men under the loan committee or the dis- 
count committee. 

Mr. Walson. We would call that the appraisal committee. 

Senator Pomerene. Well, the appraisal committee. I would rather 
trust that committee than the judgment of some man who might be 
appraising for taxation purposes. 

Mr. Walson. That would be my idea, that our own appraisal com- 
mittee examine the property and report to the bank, and I would 
suggest in helping the small-home owner to allow a renewal privilege, 
provided a certain proportion of the loan had been liquidated at the 
end of three years. 

Senator Calder. The savings banks in New York are allowed by 
the committee to loan 60 per cent of the appraised valuation of the 
property fixed, of course, as Senator Pomerene very properly states, 
on the appraisal of the bank's own officers. There, I find, the savings 
banks allow a loan to run along indefinitely without renewal, pro- 
vided the security still continues and that the man who borrows the 
money keps his taxes on the property up. Mr. Walson, what is the 
amount of the deposits in your bank? 

Mr. Walson. The deposits are $1,200,000. 

Senator Calder. Of that sum, how much represents savings de- 
posits ? 

Mr. Walson. $838,0,00. 

Senator Pomerene. That is a rather unusual proportion, is it not ? 

Mr. Walson. That is an unusual per cent, but my bank was na- 
tionalized in March, 1920, and savings deposits continue to grow. 
The checking accounts, called commercial deposits, represent a new 
department. 

Senator Calder. I find in the national banks west of the Mississippi 
Eiver, where they have savings departments, the savings deposits 
are about equal the commercial deposits. How much money have you 
loaned on real estate mortgages? 
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paiticularly encourages the owning of a home. He has his wealc- 
i;iesses as well as other men, and we find that through legislative 
restrictions we have been inclined to do things that perhaps were 
not strictly in accordance with our own convictions, such as suggest- 
ing to would-be real estate borrowers, and corporations, perhaps, that 
instead of offering us a real-estate loan they proceed to have a bond 
printed in elegant style and call it a first-mortgage bond, which, 
under the law, we are permitted to buy, and which we have repeatedly 
done. 

Instances have occurred in our city where real-estate loans have been 
suggested to a banker, and, knowing he could not legally make such 
real-estate loan, a company is organized, bonds issued, and bought 
by banks to be carried as investments. This has been done in a large 
number of cases, as elsewhere. Of course, that would not apply so 
much to the individual home owner, but it would supply to the bor- 
rowing of a sum of $100,000 ; it might happen that a corporation, de- 
siring to erect a plant, instead of going to a real-estate man would 
come to a national bank, and finally the bank becomes the owner of 
their bond. I thank you, Mr. Chairman and gentlemen. 

I .The Chairman. The committee will now adjourn. 

, (Whereupon, at 1 o'clock p. m., the committee adjourned, to meet 
on call of the chairman.) 
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TUESDAY, FEBBUABY 1, 1921. 

UxTTED States Senate, 
Committee on Banking and Currency, 

Waskiiigtonj D. C, 

The committee met, pursuant to call, at 10.30 o'clock a. m., in room 
303, Senate Office Building, Senator George P. McLean presiding. 

Present: Senators McCean (chairman), Calder, Pomerene, and 
Henderson. 

The committee resumed the consideration of the bill (S. 4721) 
to amend the act approved December 23, 1913, known as the Federal 
reserve act, and to amend section 5236 of the Revised Statutes. 

The Chairman. State your name for the record, and what position 
you hold. 

STATEMENT OF MB. WILLIAM E. KNOX, VICE PKESIDENT OP THE 
BOWEEY SAVINGS BANK, OF NEW YOBK CITY. 

Mr. Knox. My name is William E. Knox. I am vice president of 
the Bowery Savings Bank, I am also vice chairman of the National 
Conference of Mutual Savings Banks. 

Senator Calder. Mr. Knox, your bank is a mutual savings bank? 

Mr. Knox. A mutual savings bank. 

Senator Calder. Tell the committee what your deposits are. 

Mr. Knox. Our deposits are $154,000,000. 

Senator Calder. What is the surplus? 

Mr. Knox. Our surplus is $15,000,000 — 10 per cent at present 
market values. 

Senator Calder. Is that the rule in New York State ? Is there any 
rule in New York State concerning the surpluses of savings banks? 

Mr. Knox. The rule in New York State is that a surplus shall 
be accumulated, and the present rule in New York State, just coming 
into effect now, is that unless a bank has a 10 per cent surplus it can 
not pay over 3i per cent dividends to its depositors. There has been 
a sliding scale requiring a certain amount to be set aside every year 
in the surplus, and it has now come to the time — I do not know 
whether it is this year or next year — that a bank will be obliged, 
before it can pay more than 3^ per cent to its depositors, to have at 
least 10 per cent surplus at the market value. 

Senator Calder. What is the rate of interest in your bank? 

Mr. Knox. Four per cent. We are paying 4 per cent now, and 
have been for two years; but eight years previous to that we paid 
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3J per cent, because the surplus was sliding down all those years, due 
to the falling oflP in the value of securities, and the only way we 
could maintain our surplus or increase it was to pay a little lower 
rate on deposits. 

Senator Calder. So that your deposits and your surplus together 
amount to how much ? 

Mr. Knox. Almost $170.(XX),000. 

Senator Cau>er. How much have you invested ? 

Mr. Knox. Eighty-six or eighty-seven million dollars. I may say 
that last year our deposits increased over the counter $17,000,000, 
and we loaned §15.500,000 on real estate, on mortgages. 

Senator Henderson. How long have you been vice president of 
this bank? 

Mr. Knox. I have been vice president for a year. Before that I 
was comptroller and secretary for 10 or 12 years, and before that I 
was an employee of the bank. I have been with them for 35 years. 

The Chairman. You may proceed. 

Senator Calder. In your own way. 

Mr. Knox. I simply want to call attention to the fact that the sav- 
ings banks — I am speaking now more particularly for Xew York 
State, where we have the mutual savings bank law, and for the other 
States where they have a mutual savings bank law — mutual savings 
banks are organized with no thought of profit. There are no stock- 
holders, no dividends paid to anvbodv. The monev absolutelv be- 
longs to the depositors, and all dividends go to them over and above 
expenses, and the amount that is set aside in the surplus. Their 
investments are absolutely safeguarded. They are made just as safe 
as it is possible for human foresight to make them. We are strictly 
limited in the field of our investments. We feel that if this pro- 
posed measure should become a law and national banks should be 
permitted to establish savings departments, the same safeguards 
should be thrown around the money of savings deposits in national 
banks or in other banks that are thrown around them in the savings 
banks. 

There are in the United States between ten and eleven million 
depositors in mutual savings banks, ha Wng in their care ?5 ,000,000,000. 

Senator Calder. Will you tell the committee what States in the 
country have mutual savings-bank systems? 

Mr. Knox. There are 16 or 18 States, I think. I have a list here 
which I will hand to you. There are 636 mutual savings banks 
covering those States. 

(The list referred to is as follows:) 

Mutual Barings hanka of the United States. 

ralifomia 1 ' New York 142 

Coiinectlcut SI " Ohio 3 

Delaware 2 Pennsylvania 10 

Indiana 5 Rhode Island 19 

Maine 45 , Vermont 20 

Marvland 17 Washington 1 

MassachnsettB 196 West Virginia 1 

3Iinne80ta 7 Wisconsin 3 

New Hampshiie 56 

New Jersey 27 \ Total 636 

Number of national banks in New York State June, 1919, 1,021. 
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Senator Caldjsr. These States, I observe^ are all in the eastern part 
of the country — that is, east of the Mississippi ? 

Mr. Knox. Practically all. There is one mutual savings bank in 
California. There is one mutual savings bank in the State of Wash- 
ington. The others are practicallv all east of the Mississippi or east 
of the Missouri River and north oi the Ohio — almost all of them. 

I should like to emphasize the point that in these mutual savings 
banks the trustees serve absolutely without pay. There is no stock. 
They have no personal interest. They absolutely can not borrow 
one penny from the bank, no matter what the security is. They are 
absolutely debarred by law from borrowing anything. We have in 
New York State a law which provides that the word " savings " can 
be used only by a mutual savings bank. There are 2,500,000 deposi- 
tors in the State of New York. They have learned to know that the 
word "savings" is associated with that kind of a bank absolutely. 
That is practically the good will of our business— the name " sav- 
ings " as we have been permitted to use it for all these years — and we 
respectfully submit that we would like to continue to use that name, 
and not have even so good banks as the national banks permitted to 
use the name. 

Senator Calder. Have our national banks in New York State 
savings branches under some other name ? 

Mr. Knox. Yes, sir. They have what they call interest depart- 
ments. 

Senator Calder. Where the depositors have a pass book ? 
Mr. Knox. Where the depositors have a pass book, where they 
receive small sums on deposit, where they allow a stated rate of in- 
terest the same as the savings banks do, but with the very distinct 
difference that they are not obliged to make their investments spe- 
cifically and specially for those departments in the same kind of 
securities that savings banks are, so that the protection is not as great 
in those departments as it is in the savings banks. 

Senator Calder. In other words, they merge those deposits with 
their commercial deposits? 

Mr. Knox. They merge those deposits with their commercial de- 
posits. 

Senator Calder. But they can require a 60-day notice, as I under- 
stand ? 

Mr. Knox. I understand that they can. I am not clear on that, 
but I so understand it. The practical effect of that is that in case a 
national bank should get into trouble, the demand depositors in the 
commercial department could be paid just as long as the money held 
out, while those in the interest department, or the savings department 
under the name of an interest department, might have to wait for 
the 60 days, and the other fellows might get all the money and the 
fellows in the interest department might not get any, which is mani- 
festly unfair to them. 

Senator Calder. You say we have these interest depaitments ? 
Mr. Knox. In some of the national banks ; not all. 
Senator Calder. Have we in many of the New York City banks ? 
Mr. Knox. I think there are very few in the New York City banks. 
I do not really know of any. As a matter of fact, I was talkmg with 
a national-bank man yesterday afternoon, and I told him I was com- 
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ing over to Washington, and he said, "Why, we have not got any- 
such department. We do not want it. The business is too small in 
the individual amounts for us to handle. We would not care for it." 
And I think that would probably be the attitude of the big New York 
national banks. 

The Chairman. They are not permitted to loan their time deposits 
on real estate, are they ? 

Mr. Knox. No ; I understand they are not permitted to loan them 
on real estate. Now, if the object of this bill is primarily to bring 
more money into the mortgage department, I think it. will fail of its 
object. It will not create any more money. It would simply put 
the money in the national banks, which under the present law do 
not make loans on mortgage — I think they are not permitted to make 
loans on mortgage — and would take away just so much money from 
the savings bank, a large proportion of which otherwise would go'' 
into bonds and mortgages. 

Senator Calder. Are you hot mistaken in that ? 

Mr. Knox. I think not ; sir. , 

Senator Calder. While they are not permitted to loan directly 
upon a mortgage, they are allowed to loan on one's note, and accept 
a mortgage on real estate as additional security. 

Mr. Knox. That may be. I am not absolutely clear on that point, 
but I think as a matter of fact 

Senator Poimerene. The old law was changed in the Federal re- 
serve act. 

Mr. Knox. So as to permit them to do that; but I do not think 
they lend to any very great extent. 

Mr. Saul. It only permits them to loan a very small part of the 
capital. 

Senator Pomerene. It was done at that time. 

The Chairman. That is outside of central reserve cities, the 100 
mile limit. 

Senator Pomerene. Yes. It was done at that time especially at 
the reqiiest of the agricultural communities. 

Mr. Knox. Yes. 

Senator Pomerene. One of the complaints was that the Federal 
reserve act did not give any special banking privileges to the agri- 
culturists, but rather was looking after commercial interests, and of 
course that was the primary object. 

The (^hatrman. New York being a central reserve city. 

Senator Pomerene. Yes. I think there is something to that effect. 
That is perhaps what you mean. 

Mr. Knox. There is another view that we would like to bring to 
your attention in connection with this matter: That the railroads 
and municipalities and borrowers on mortgage have looked very 
largely to the savings banks for funds with which to carry on their 
operations, for the reason that national banks and State banks and 
banks of that kind do not desire to tie up their assets or their deposits 
in frozen investments. It is a very large part of the business; in 
fact, the major part of tlie business of the savings banks is to finance 
such things as railroads, municipalities, and things of that kind. 
We like to make loans of three to five years on mortgages. We do 
not make a loan for less than three years ourselves, unless by the 
special recjuest of the man who wants to borrow. 
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A man comes in and wants to borrow money. " How long will you 
lend it ?, " " Three or five years, at your option." We are glad 
to put our money out in that kind of security, and, as a matter of fact, 
we have 50 per cent of our deposits out in that f oi^m of security now, 
and, as I said, we loaned $15,500,000 last year out of $17,000,000 
that we took in, which shows our perfect willingness to go into that 
sort of thing. 

If the money is deflected to the national banks we do not believe 
they will be so willing to lend on bonds and mortgages as we are by 
any manner of means. We think they will be more inclined to keep 
their assets in a liquid form, and that the money, instead of going 
into bonds and mortgages, as it would in the case with us, will 
go into the more liquid assets if it goes to the national banks. 

Senator Pomerene. If for no other reason, for the simple reason 
that their experiences have all been along that line. They prefer 
that kind, just as you prefer some other kind of security. 

Mr. Knox. Yes; and no national bank and no State bank with 
a large line of commercial deposits and checking accounts — abso- 
lutely demand accounts — wants to tie up its money in that sort of 
thing. 

The Chairman. Your idea, then, is that if they are permitted 
to establish these savings departments and make loans on real estate, 
'they will not exercise that privilege, but will take the money and 
use it for commercial purposes ? 

Mr. Knox. I think they will be very likely to do so, because that 
would be more profitable to them. As a matter of fact, quoting 
ourselves again, for the last year, during most of that time when we 
were loaning money at 5i per cent earlier in the year, and later 
when the rate stiffened at 6 per cent, we could have gone into the 
market and bought Victory bonds that would have paid us 6 J per 
cent. We did not do so, because we felt that we had a duty to the 
borrowing community; that it was part of our duty, as a quasi-public 
institution, to support the mortgage market to the best of our ability, 
and we made loans upon mortgages right straight along at 5 J per 
cent earlier in the ^''ear and at 6 per cent later, when we could 
absolutely have bought railroad bonds that would have paid us 
more than 6 per cent, and could have bought United States Govern- 
ment Liberty loan bonds that would have paid us more than 6 
per cent. 

The Chairman. Su]:)pose the national banks, when they have this 
privilege, find that it is profitable to use the money for commercial 
purposes rather than real estate investments. Will they not be 
tempted to raise the rate l)id for money above 4 per cent, above what 
the savings bank can pay? • . 

Mr. Knox. It is possible that they might, and that would be to 
the detriment of the savings banks and might take away funds 
from the savings banks. 

Tlie Chairman. Do they not now pay 4 J or 5 per cent for an in- 
vestment loan sometimes? I know the brokers do. I do not know 
whether the banks do or not. * 

Senator Calder. Some of the national banks of the country hav- 
ing savings departments pay as low as 2 per cent for their savings 
deposits. 
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The Chairman. Yes ; but I was asking if there might not possibly 
be the temptation on the part of these banks to go out and bid money 
away from the savings banks. 

Mr. Knox. It is quite possible that they might do it. 

The Chairman. 1 want your opinion. I do not know about it. 

Mr. Knox. If they found that they could keep all the money they 
had in their savings department out in bankers' acceptances and 
trade acceptances and things of' that kind that are paying a higher 
rate than the ordinary savings-bank investments, I think they would 
be very strongly inclined to do it. 

The Chairman. If they could get 6 per cent on commercial loans, 
€ould they not well afford to pay 5 per cent to the depositors ? 

Mr. Knox. They could; but we contend that the safeguard around 
the savings deposits then would not be as strong as it is with savings 
banks that are strictly limited in the character of their investments. 

The Chairman. What effect would that have on the savings banks 
which can not pay more than 4 per cent ? 

Mr. Knox. It might withdraw deposits from the savings banks, 
which deposits, if allowed to remain in the savings banks, would 
stay out on bonds and mortgages and go out on bonds and mortgages 
as the opportunity offered. 

Senator Calder. But the facts are that there are to-day in the na- 
tional banks of the country something like $2,700,000,000 in time 
deposits. 

Mr. Knox. Yes, sir. 

Senator Calder. If you take away the certificate of deposit, it gets 
you down to about $2,200,000,000? 

Mr. Knox. Yes. 

Senator Calder. Now, my only purpose in this bill is to direct a 
substantial portion of those funds toward loaning on mortgages. 

Mr. Knox. I see. 

Senator Calder. It is not a problem in New York City with us, be- 
cause you gentlemen are helping take care of us, and doing it splen- 
didly. 1 contend that we have the finest savings-bank system in the 
world, Mr. Chairman, and our savings banks can not be commended 
too highly for their good work; but out away from the big cities, 
over in the country where Senator Henderson lives, out in the West 
and South, where they have not got the savings banks, the national 
banks are drawing in the people's money on long-term deposits, and 
they are directing those funds toward long-term loans, which I think 
you will agree with me is against the very A B C of banking, and 
should not be permitted. 

What I am irying to do is to encourage that money to be loaned 
back to the people of the community rather than bring it to New 
York, and perhaps invest it in speculative things. That is my pur- 
pose only. 

Mr. Knox. That being the case, I think any savings-bank man 
Avould agree with me to this extent, and it was the sense of the meet- 
inc: I was at yesterday that I should convey this to the committee : 
We have no objection whatever to national banks being permitted to 
run savings departments if this committee and the Senate and Con- 
gress think it is wise to permit them to run savings departments under 
the name of " savings." We would very much rather that they did 
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apply to that particular branch of their business, and compelled to 
set aside a certain part of their capital and surplus at least equal to 
the average surplus of the saving banks in the State for the pro- 
teition of thostf particular funds. 

Senator Pomerese. Well, Mr. Knox, suppose you did that; what 
would be the effect if. let us say. the commercial department of a 
national bank should become somewhat embarrassed, and tlie savings 
bank was prosperous — or, changing it, suppose the savings depart- 
ment should become embarrassed and the commercial department 
not — would you not have the one aid the other? 

Mr. Knox, Aft«r all the depositors in that particular department. 
the savings department, were paid, if there was anvthing left I 
would be perfectly willing — and I think any savings-bank man 
would — to have it go toward the claims of the depositors in the other 
department. 

benator Pomerene, But any bank, the best conducted bank in the 
world, may possibly get into an embarrassed situation. 

Mr. Knox. Yes. 

Senator Pomerenb. And if its funds were all available for all 
proper purposes, perhaps they could tide over the difficulty: but if it 
i>ecame known that one of these departments was embarrassed, would 
not the effect be to embarrass the entire bank? 

Mr. Knox. Very likely; very likely. On the other hand, if there 
Mere no savings departments in national banks, and the small man 
with small savings— $100, $200. $300. $400. or $500— had no place to 
put his savings but in a savings bank, the safeguards there are so many 
and the bank is so well hedged around with security that the chance 
of a savings bank pure and simple becoming embarrassed is almost 
negligible, whereas the chance of a bank doing various departmental 
business being embarrassed is very much greater. 

Senator Pomerene. Is not the purpose of Senator Calder partly 
cared for by this scheme, which prevails — I do not know anything 
uliciut Xew York — but. for instance, in Ohio: in our larger cities? 
There will be a national bank, and the same stockholders will or- 
ganize a trust company, and they will receive these savings, etc. 

Ml'. Knox. That js so in some of the other States, notably in the 
State of California : but it is specifically pi-ovided in the law of Ciili- 
fornia that all their deposits shall be segregated and each depart- 
ment kept absolutely separate from any other dei>artment. as tlioiit:!! 
it were a separate i)ank, under a separate i-oof : and in case of the 
embarrassment of the bank the assets pertaining to that jjarliciihir 
department go to ]>ay the claims of the depositors in that particular 
dt'ljartment. Then, after that, as I understiind the California law, 
if there is anything left, all the claims of the savings departniont 
having been met, any siiri)!us may be applied to the other chiinis. 
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Senator Pomerene. Suppose that were done in the way you have 
indicated; what benefit, as a whole, would it be to the entire country? 

Mr. Knox. I think it would be a verj^ decided benefit to the entire 
country, in so far as you would safeguard the savings of the small 
man, whom we are particularly interested in, and whom you are 
particularly interested in, who has not business sense enough, pos- 
sibly, to pick out the strong, secure institutions. 

Senator Pomerene. Your answer is rather looking at the matter 
, irom the standpoint of the depositor. What I had in mind rather- 
was to get your view with regard to the effect that this scheme would 
have upon the entire finances of the country. In other words, this is 
one of the objections, as I see it: I do not think weliave too much 
capital now in commercial banking, and it seems to me that if you are 
going to segregate the sa^angs from the commercial side of the na- 
tional bank, to that extent you are going to handicap the commercial 
interests of the country. 

I recognize that in many of these towns there is a great demand 
for larger housing facilities, etc. ; but I do not know any one of these 
communities where it is not true — and I am speaking now with ref- 
erence to the industrial communities in Ohio which have developed 
so tremendously — that while there is this very great demand for ad- 
ditional housing there is also a very great demand for commercial 
enterprises and commercial funds ; and it seems to me that if you are 
cutting down the commercial side of a bank you may be able to bene- 
fit to some extent the building side of it or the savings side of it, but 
to the same extent you are going to cripple the commercial interests. 

Mr. Knox. Absolutely. It is a case of serving two masters. 

Senator Pomerene. That is it exactly. 

Mr. Knox. Therefore, my contention is that the savings banks, as 
I conducted in the State of New York, are the institutions that are- 

primarily interested, not in making short-time investments that pay 
a high rate of interest but that are willing to make long-time three 
and five year investments in mortgages that pay a much lower rate 
of interest, that offer a larger security to their depositors ; and in our 
own State out of the two billions and a half on deposit I should say 
that there are over a billion dollars out in mortgages. 

Senator Calder. There is $1,300,000,000 out in mortgages. 

Mr. Knox. Probably half of the deposits. 

Senator Calder. About half of the deposits. 

Mr. Knox. If you open the door and permit any of these savings 
to go to the national banks, the chances of their finding their way 
into mortgages are much less than if they are permitted to stay 
where they are now. 

Senator Calder. But under the present law the deposits are going 
into the national banks. All over the country we have savings de- 
partments in national banks, and this business is being done. 

The Chairman. Eight there, you are not getting any more cash. 
You are not adding a dollar to your cash. Why, then, do they not 
organize a savings institution in the West as we do in the East, and 
have them managed separately? Do you have savings banks in;; 
Ohio ? 

Senator Pomerene. Oh, yes. 

Mr. Knox. Oh, yes — Myron Herrick's great institution. 

Senator Pomerene. Yes; that is in a class by itself. 



do not have them in the far West. Do you know whyl 

Mr, Knox, The reason is because their sense of citizenship and 
philanthrophy is not so developed as to make it practical, as it has 
been in New York State, for a number of men to get together and 
say, " We think a savings bank in this community would be of decided 
advantage to the community as a community, and to the poor people 
in the community." 

The Chairman. Is not that the scientific and economic way out of 
it, the best way, for them to establish savings banks? Now, we have a 
Federal farm-loan sj'stem, which is a great benefit throughout these 
sections that you are speaking of in accommodating the farmers 
through making loans on their farms, and we hoped that that would 
relieve the situation. 

Senator Pomerene. This is the situation: I had occasion to look 
into that, and I referred to ^t on the floor of the Senate the other dav. 

You have 10 States in the Union now in which the contractual rate 

of interest is 12 per cent, and 12 States in which the contractual rate 

of interest is 10 per cent, and a lot of those people have never learned 

the lesson that thoy can make move money !iy chjii'giiig a less rate 

 of interest to their borrowei's. That is the difficulty about it. 

The Chaihman, Yes; but that will not be remedied, wilt it. by es- 
tablishing savings departments? 

Senator Pomerene, If they were cnconraged to go ahead with this, 
it could be done. 

Now, speaking of the savings situation, out in my home city of 
Canton we have probably 15 banks — I do not remember the exact 
number — but the third and fourth largest banks in that town are 
savings banks. They are doing a wonderful work, just along the 
lines Senator Calder speaks of. There are other smaller savings 
banks there, there are two large building and loan associations, and 
I think that situation is vci-y well cared for. 

Now, while the housing situation has Ix'en acute, as Senator Calder 
has suggested, take the city of Akron : That city complained veiy bit- 
terly because of a want of houses. As a matter of fact, when this 
slump came in the rubber industry, a whole lot of those people moved 
out of Akron, and I think they have no housing question there now. 
As some one has described it out tliere. the ])eople have moved out of 
the attics and the cellars, and there may be very few empty houses 
there, but if you should pass a bill of this kind it seems to' me you 
would cripple the commercial side of that toivn. What they want 
thore moi-e than housing now is money for their commercial enter- 
prises. 
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Senator Calder. Just a minute. I do not agree with that just in 
the way the Senator puts it. I believe that these deposits that go into 
the savings departments of national banks should be utilized for 
long-time investments, to buy bonds, if you like, good railroad bonds, 
good municipal bonds, United States bonds, and to loan to people 
to build homes. 

The Chairman. But you can not compel them in your law to do 
that. 

Senator Calder. I think we are endangering the savings deposits 
of the people by just such methods. I think that our whole system 
is wrong. We have these savings deposits now in these national 
banks ; they are there, and even if we do not do anything with this 
bill, if we stand still, they will continue. They are going on build- 
ing up and building up and building up vast sums of money, and 
utilizing their money always for long-term investments. 

The Chairman. But you can not compel them to loan the money 
on mortgages. 

Senator Calder. I know you can not, but 

The Chairman. And there will be a temptation on the part of 
these western banks to send their money to the centers where they 
can get higher rates of interest if they have long-time deposits. 
Would you not be worse off than you were before? We fre<juently 
hear from gentlemen farther west than the Senator from Ohio that 
the national banks in the West are sending their long-time funds to 
New York, and that is one reason why the accommodations are 
crippled in the West. 

Mr. Knox. You mean they are sending their long-time funds to 
New York on call loans because of the high rates of interest ? 

The Chairman. Yes; but if they are permitted to establish sav- 
ings departments 

Senator Calder. They have them now, Mr. Chairman. They all 
have them now. 

The Chairman. Yes ; and they can loan a certain portion of their 
capital and surplus on real estate mortgages for not more than a year. 

Mr. Knox. They can do it, but do tney? 

The Chairman. That is just the point I make; they do not do it 
now ; and if you extend the privilege will you not, instead of benefit- 
ing the situation, aggravate it ? 

Senator Calder. But they can loan their money now on mortgages 
only as additional collateral to secure the payment of individuals' 
notes. 

The Chairman. If they are not in a central reserve city, they can 
loan a certain percentage of their capital and surplus on real estate 
mortgages for one year, and it was suggested the other day that 
there might be no objection to extending that to three years. 

Senator Calder. That would cover what I want to do. 

The Chairman. But you can not compel them to do it. 

Senator Calder. These gentlemen think that if you do that, you 
should have every safeguard thrown around those deposits. 

The Chairman. Now, if you do not, you are simply putting your 
savings deposits into national banks ; that is what you are doing. 

Senator Calder. You have them there now, Senator. 

The Chairman. I know it, but it does not work. The small per- 
centage you get now is not put out on real estate. 



our casn in tnat; dui. me duik oi our money, ana tne duik or me 
money in any institution like ours, goes into mortgage loans, just as 
much as we can get into that; because we feel that it is the best in- 
vestment for a savings bank, and we are not doing the kind of busi- 
ness where we can be called on for large amounts of money at a time. 
They are practically time deposits when they ai;e with us. 

The confidence that people have in the savings banks has been very 
strongly emphasized just recently. With business depression such 
as it is, and with unemployment increasing as it is, tlie savings bank 
deposits have increased in practically every savings bank in New 
Y6rk, for the reason that the thrifty fellow who has money in -the 
savings bank sees the possibility or hard times coming and he is 
hiinging on to'his /lollars harder than ever he did before, not knowing 
M-hat is going to happen in the future. 

Senator Calkeh. Did your deposits increase in December? 

Mr. Ksox. They increased in December $;i,600,000. 

Senator Caldek. Did thev increase in January? 

Mr, Knox. They increased in January, the first 10 days. $3,800,000. 

On the 10th day of January, which is the last day they can get 
their money in to se;'iire interest, they increased $l,ir>0.000, and we 
tidosed the month of January yesterday over $;i,000,000 ahead for the 
month. 

Senator C'alder. "What did you say a moment ago your total in- 
vestments in mortgages are? 

Mr. Knox. $86,000,000, 

Senator Calder. And the balance of your money invested is what? 

Mr. Knox. About $2.">,000,000 worth of United States Liberty 
bonds, Victory bonds, and United States securities, which, if we had 
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not felt obliged to invest in Government securities as a patriotic duty, 
would hai'e mostly gone into mortgage loans. 

We do not care how many agencies for savings there are, so far as 
they are safeguarded, so long as the proper guards are thrown around 
the deposits of the poor people. We do not care whether they are 
in the National bank, State banks, or building and loan associations, 
or what, as long as they are properly safeguarded. We do not desire 
to monopolize the business for ourselves, out we insist and maintain 
that the deposits of that class of people, which only amount to a few 
hundred dollars in the average case, should be absolutely safeguarded 
as they are in the savings banks. 

Senator Pomebenk. That is a real charity; at the same time, I 
think it is a good business proposition for your hank to tie those 
depositors to you. 

Mt. Knox. Absolutely. 

Senator Calder. Tell us how the rest of your money is invested. 

Mr. Knox. We ha\-e a matter of, I should say, about $30,000,000 
worth of railroad bonds. 

Senator Calder. $30,000,000 of railroad bonds? 

Mr. Knox. Yea ; some of which cost us 20 or 30 per cent more than 
they are worth now ; for example, New York Central bonds. 

Senator Pomerene. Are those fives usually? 

Mr, Knox. They are all sorts. They are the underlying railroad 
mortgage bonds — Chicago & North Western; Chicago, Milwaukee & 
' St. Paul; New York Central; Lake Shore— all the high-class rail- 
roads. Those were bought, some of them, at a basis that paid us 3^ 
Eer cent years ago, when money was coming in plentiful, and we 
ought bonds and mortgages. We had to have them. Now we are 
anchored with them and we have got to keep them. 

Senator Calder. They are frozen. 

Mr. Knox. They are certainly frozen clean to the bottom. 

Senator McLean. They are dividend payers, of course; are actu- 
ally secured? 

Mr. Knox. I am not worrying with that proposition. We hold 
them, and they will be paid in 1997 : some of them. 

Senator Caldeb. These different bonds are stipulated} by the 
law 

Mr. Knox. They are stipulated by the law of the State. 

Senator Calder. In which you shall invest your funds ? 

Mr. Knox. Yes. 

Senator Calder, Now, we have the railroad bonds. What else? 

Mr, Knos. Municipal bonds — bonds of various municipalities in 
some of the States. 

Senator Calder. States other than New York? 

Mr. Knox. Oh, yes; we have bonds in the State of Massachusetts, 
for example. 

Senator Caldkr. Are thcv worth what you paid for them? 

Mr. Knox. No, sir; none of them. The most of those bonds were 
bouglit on a basis not hotter than 3i per cent. Now they are bringing 
about a 6 per cent basis. They are worth very much less. 

Senator Calder. So you invest in bonds and mortgage.s 

Mr. Knox. Bonds and mortgages, railroad bonds. United States 
bonds and certificates of deposit, municipal bonds. 



these difficult days of high prices of lalior, etc., you hiive jronc on 
lending nioney, and yon still hold the vnhie of yonr securities at what 
they cost. 

Mr. Kxox. Yes: absohitely. 

Senator Calder. Of course, you have been very careful in mnkiii;; 
your appraisals* 

Mr. B.NOX. Yes. 

Senator Caldeb. And very properly so. 

Senator Pomerene- What percentage of the value of the property 
do you, lend* 

Mr. Kxox, Sixty pier cent of a conservative appraised value. For 
example, we would not lend 60 per cent of what it cost to put ui> ii 
building within the last year of inflated prices and the BrindcU 
blackmail addition to the price, although we were strongly criticised 
because we would not lend on those values; but time has proven onr 
absolute good Judgment. 

Senator McLean. What is your rate on your State mortgage? 

Mr. Knox. Just at present, 6 per cent. We can just as eii>^ily gt>t 
6^, because we can make perfectly good investments in rnilroiid IkiuiIs 
to-day that pay 6i. 

Senator McLean. That is a fair rate in the East ? 

Mr. Knox. Yes. When you submit your proposition to the ^\'est 
that is a different proposition. 

Senator McLf..*n. They can get more than that. 

Mr, Knox. It is a very difficult proposition. 

Senator McLean, You can not hold it on your real e.stute in the 
 West, because they can get 7 and 8 per cent. 

Mr. Knox. Yes; because of the vast geographical extent of thii 
country and the varying conditions. 

Senator Caujer. You have a law in New York which permitfl you 
to lend how much, what percentage of your deposilH on bondH and 
tnortagages ? 

Mr. liNox. Sixty-five per cent. We have boon nclnally for yem-H 
and years taking all that we can, and we have gotten up to aJHiut 
&0 per cent. 

Senator Calder. Is there a minimum amount tlint you may loan? 

Mr. Knox. No, sir. 

Senator Calder. You can only lend 10 per cent if ynu like? 

Mr. Knox. We do not need to lend anything if we do not like. 
Aa a matter of fact, we lend all that we can finfl [rood loans for. 

Senator Calder. Is that the practice of savings bjiiikH in New 
York? 



Hr. Kxox. I think k k tlie pc»cicke. I xiJxik I jian p afcttit sbir 
liQ Bsjing that. 

Setiatc^ Caloeel I tlKM2^:iit I ciiserred. l&at -TTrnmrr in aoBke iz.- 
BCituti<NQ£ a di^^OEition to law^mc tikese at ^t 4J.ai e ^ tkat m«re sbomr-z^ 
a bigger rate of interesL 

JfeKyox. WelL it is posaole that miiii t«e ^c Mt iwvBn t^ insT-- 
tutioxiE that I kiK»'w — ^I ohIt knov ali9C':Tn*QT mx o'lni — I kaov ^L*: 
ecPBoe of the aDoalkr banks freofDentlj caL i:^ aini ft^ for adrioe^ an .. 
adi: us vhat we are dfOiTtg. ai^ we haT^e said: ""Piit all inn can ir. 
moit^a^cs. eren if von doni ^et as miKii on JtL for eke icssoii t'nac 
it is ovr duTT to the ooBBKiciiitT tx» do ii.^ 

Seeeator CAiiDCK. Hr. Kxkox. ha^^ toq mudi demand for ■K»t£%^i' 

Mr- Kycct. Xot Terr mTii-L dfimar. i, Tb«^ 35 absol^iteh" bo ruili- 
21^ ^.*zi^ oz. Iz. iLe State- It is pramcaliT dead. 

hiSJskVjT HranMBKOX- Yc*u lefer to Xew Yoft! 

Mr- Kyoi- I refer tc» Xew York. That is praxnzcallT so in Xew 
V<>rk. ar^d the reaisc*!! that it is so is that do ^*ti is ^ainsr t«> biiil A 
vx/jier <ry-:r pre&ent ^ew loit laws that allow the tenant ani t:.e 
yi :^e oi facme ^r.-iirt t'> detemfne what Lis rent reroins shall be. 

rs^r-Lti^r <lALDnK- Sc» thai o^ar rerital laws. whiA, perhaps, our 
J.'. '.-_.- .ttrzii-LZ^i *:r»i:iptl^ Us^ to pass, haTe stop^^ed build: Tig? 

Mr- Kn-.x. It was afj=*:'i\;T^jv a piav to the ffaLeries: that is what 
it wKi?. TL^ pullx- wa^ •MamorLng fur iower rents in spite of t:;e 
fi*t that trj*r siiiije i:»artv titai was <»b;ie(:tiD£^ to paTinsr ^> per oect 
n.-'^re J**i^t — I am tot a laij«i2«:»r«i. and I am not speaking now in the 
ijLt^iv^t of jiiiV ir-terest-ed cirr-ie — these same fellows that were shout - 
ii-jr were thenLS-elves sreitiL^ two or three times the pay they ha*. 
jf'Xt/ei:: lie fore, Thev talk a'x.rut sricding the people down on the 
East ?"ile- Buttonhole maker? that were getting ^IS a week an^. 
payir-^ ?1^ a njonih rent were getting fix^m StV* to ^liV* a week and 
ob;e<ned to paying ^> a month rent, and the landlord wasffou«ring 
them- That is a plain statement of the facts in the case, T^at was 
uj all through- 
Senator Caloee. It is your opinion that our rent laws in Xew York 
have i^jjjixtd building* 

Mr- Kxox- They have absolutely stopped buildin«r. 

Seasitor McLeax. They tried it in SwedMU and for two or three 
leare there has not been a nail driven. 

Mr. Kxox- Why should a man put his money in bricks and mortar 
for houf^irig anybody at all when he knows that some municipal oourt 
is going to hold him down to a bare 5 or 6 per cent on his investment 
and when he knows he can put the same amount of money in a per- 
fectly ^ood United States bond and collect 6 per cent, and he has no 
taxe^ or repairs or insurance to bother his head about ? He is care 
free. He gets a good return. 

Senator Calj>ee. Mr. Knox, I believe that ultimately the effect of 
the Untermyer investigation will be a perfectly good thing. 

Mr. Kxox. I think so. 

Senator CALnEB. Because we are goin^ to clean out the crocAed 
combinatioiLs« the crooked labor men, and the crooked material men, 
but temporarily that has retarded building, has it nol! 

Mn Kxox. t think it has. 



Senator McLean. Mr. Knox, have you called the attention of the 
committee to all the points you desire to with regard to this? 

Mr. Knox. There is another thing I do want to say in addition to 
the fact that if this law should go through and you should permit the 
national banks to operate savings departments, in addition to segre- 
gating their investments so as to apply to that department, segregat- 
ing the portion of their capital and surplus at least equal to the aver- 
age surplus of the savings banks in any State, a State like New York, 
for example, they should also keep a separate account and segregate 
the expenses of running that department. 

I was told yesterday by a Massachusetts man that there are insti- 
tutions in Massachusetts, in Boston, naming principal trust com- 
panies that run savings departments, that run it apparently at a very 
great advantage to themselves, and that spend a matter of $200,000 a 
year in advertising, most" of which is directed to their advertising of 
the savings department, and that expense is actually lumped with the 
general expenses of the bank, which is not good. They ought to be 
obliged, if they run any such department, to segregate the expenses 
of that department and charge up the pro rata of their overhead, 
clerical force, and everything else to the actual expenses of that de- 
partment. 

Senator Calder. Then, if we are going to encourage and develop 
our savings departments in national banks, you want some such meas- 
ure as I have here, even stronger. 

Mr. Knox. If not stronger. We would like the privilege of sitting 
in with you and suggesting such things as we think would he fair to 
the savings department, to safeguard the poor people that would put 
their money in there, which would give them at least as great security 
as they have already in the savings banks of the various States. 
Senator Caij>er. This bill is strongly directed that way. 
Mr. Knox. It is ; but there are two or three things it does not do. If 
vou will make it mandatory — it is permissible in some respects — make 
it mandatory, that they shall absolutely set aside a proportion of their 
capital and surplus, that they shall set aside from their expense ac- 
count an absolutely fair share of the expenses of that department. 

Senator Calder. Of course, in all probability, you will not have 
any savings departments in national banks. 

Senator Pomerenb. Let me ask you : You, of course, are organized 
under the New York State law. Would you regard it as sound legis- 
lative policy to have your New York General Assembly applj' the 
principle of this bill to your savines institutions? 

Mr, Knox. I do not know that I quite get you. In what respect? 
300.56—21— PT 2 2 
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Senator Pomerene, Well, with regard to the segregation of loaiis. 
You have testified here that while the bulk of your deposits go into 
the real estate mortgages, etc., there is a certain portion of your 
funds that you loan for commercial purposes. 

Mr. Knox. Well, not exactly. I did not say that. We can buy 
bankers' acceptances which grow out of trade operations, on which 
we look to the banker. That is only a small portion; for example, 
my own bank has about $7,000,000 worth now out of $150,000,000, 
and that is simply a secondary cash reserve that we lend on the 
strength of the credit of the bank that accepts the draft, not on the 
security of the commercial transaction behind it. It is simply a 
secondary cash reserve. For many years we have had that. 

Senator Pomerene. Perhaps I did not express myself accurately. 
You do invest in railroad bonds, railroad securities, and other se- 
curities of that kind. Now, some of your banks do do a commercial 
business ? 

Mr. Knox. No. 

Senator Pomerene. None of them at all? 

Mr. Knox. Absolutely none. 

Senator Pomerene. Well, then, I am wrong. 

Mr. Knox. They can not under the law. There is no such thing as 
a savings bank in New York State that does anything of that kind. 

Senator Pomerene. Some of our banks do it. 

Mr. Knox. They do it in other States, where they have stock sav- 
ings banks, but not in New York, not in any of these States of which 
we have given you a list. 

Senator Calder. Have we got stock savings banks in New York ? 

Mr. Knox. None whatever, sir. There can not be. 

Senator Pomerene. Some of our savings banks, except Herrick's 
Bank, and I think possibly one other 

Mr. Knox. I think there are three in Ohio. 

Senator Pomekene. Probably three, I had in mind two. They are 
stock banks. Some of them are entirely savings banks and loan al- 
most entirely upon real estate securities, and others do a commercial 
business as well. 

Mr. Knox. May I make a sujrgestion. Senator? You are doing 
all you can to try to help out the housing situation. Our present 
United States laws have one particular provision that is absolutely 
operating against the housing situation, and that seems to be the 
most vital point of all. For example, in the city of New York I 
can quote the names of the estates that are doing it and have been 
dointr it for the last couple of years — the Russell Sage estate, for ex- 
ample, and the Clark estate, the Hetty Green estate, the John An- 
drews estate, all those people who have heretofore had millions and 
tens of millions of dollars invested in mortgages for the last couple 
of years have been absolutely drawing every penny they have out 
of the mortgage market and throwing the' burden of carrying those 
loans on the savings banks and other lending institutions, because the 
surtax, the income tax has taken away from them two-thirds of their 
income. If that surtax a])plicable to mortgage loans could be set 
aside it would have the effect of keeping whatever money there is 
in great estates that is liable to the surtax in the mort<rage loans. 
It would make mortgage loans very much more attractive to these 
large estates. 
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Senator McLean. Yes; but it would not work as long as these 
estates can buy nontaxable bonds. Where the income is more than 
$100,000 you can readily see that the 6 per cent mort<j:age woukl 
have a disadvantage against the ownership of a nontaxable bond. 

Mr. Knox. It would not be at such a disadvantage as the 2} per 
cent mortgage is now. Then there are lots of estates other than such 
tremendously big estates that have not millions out, but that have, 
a hundred thousand out or a quarter of a million out, where the 
income is not so great, but a large proportion of that income goes 
to the surtax. If we were to remove that it seems to me it would 
leave intact a source of money for mortgage loans, new housing, 
and all that sort of thing, which instead of increasing is absolutely 
diminishing, and diminishing very rapidly. 

Sesator McLean. You have about $16,000,000,000 out in those non- 
taxable securities. That is where these large estates have their 
money. Would you not be better off to cut your surtax down to not 
more than 30 per cent on incomes and raise your money in a turnover 
tax? 

Mr. Knox. A turnover tax appeals to me, but it makes no differ- 
ence to the savings bank, because we are specifically exempt. Much 
of our problem in the last couple of years has been that fellows come 
into our office with tears in their ^yes and say, " Such and such an 
estate has called my loan. What are we going to do?" We have 
to take those loans, we have had to take plenty of them to keep the 
fellow from being foreclosed. While some of the estates have be- 
haA^ed with very great leniency, yet they come to the man and sav," We 
want this paid off unless you can place it elsewhere. We will give 
you as much time as you like, but we want it." It is not pleasant 
to feel a man sitting on your back who wants his money the minute 
you can get it. When he succeeds in placing his loan elsewhere he is 
taking just so much out of the market that otherwise would have 
gone into a new loan to help out the housing situation. 

Senator Calder. Mr. Knox, if we can in our revenue bill make the 
maximum income tax 30 per cent and make up the difference by a 
turnover tax, we will have solved the thing you complain of ^ 

Mr. Knox. I think you will. 

Mr. Calder. Without any special exemption ? 

Mr. Knox. There should be no such thing as tax exemption. 
Everything and everybody, I don't care who it is or what it is, should 
pay his fair share. 

Senator Pomekene. Yes. I am glad to hear you say that. 

Mr. Knox. It would make better citizens of our people. 

Senator McLean. When you prefer them, a real estate mortgage 
or any other, you will immediately find some other requirement that 
is just as compelling, just as necessary. When you begin to exempt 
one class of property from taxation you have got to rob some otlier [ 

class. 

]\Ir. Knox. It is not only the class of property but it is the peof)le. 
There is a class of people who are growing up in this country, the 
so-called labor element, who feel that they ought not to pay any taxes I 

of any kind. Why should not a man who is earning $20 or $*V) or 
S40 or $50 a week pay his $5 or $10 a year? That is not mur-h tax. 
It is not gfjing to hurt him much. He spends that much on foolish- 
ness everv month. 
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Senator Pomerene. You are not a Congressman and you do not 
need to be afraid of having that put in there. I mean exactly what 
I say. There are a lot of people coming here seeking some such 
exemption. You spoke of the labor organizations. Another class of 
oflFenders of the same type are the life insurance companies. 

Mr. Knox. Well, that may be true. 
. Senator Pomerene. I am not in favor of exempting anything. 

Senator McLean. Are there other gentlemen here who wish to be 
heard ? Mr. Saul, would you like to give us your angle of it ? 

STATEMENT OF ME. B. F. SAUL, WASHINaTON, D. C. 

Mr. Saul. Mr. Chairman, I do not think there is anything in par- 
ticular that I might say. There are one or two things, however, that 
I have noticed in this discussion. One was the question as to whether 
or not the national banks would in times of great demand for money 
bid up the rates. That is what has occurred, I know, in Boston, has 
it not ? Were not the rates there 4 J and 5 per cent ? 

Mr. Knox. Yes, sir. 

Mr. Saul. I do not know whether the savings banks did actually 
demand this, but the trust companies probably did. It has caused 
the savings banks to increase their rates beyond what they should. 

Senator Pomerene. What is the prevailing rate in New York? 

Mr. Saul. Four per cent. 

Mr. Knox. Some of the banks are paying 3i.. Most of the banks 
are paying 4 per cent in New York. 

Mr. Saul. A mutual can not well pay over 4 per cent. 

Senator Pomerene. I think most of our banks have a rate of 4 
per cent, making it 5 per cent on time deposits left for a year. 

Mr, Knox. We can not take a time deposit. 

Senator Henderson. Do yo^ pay interest on open accounts, 2 per 
cent, as some banks do ? 

Mr. Knox. Oh, no. We are purely a savings bank. Wfe pay 4 
per cent. People sometimes say to us, " you are getting 6 per cent 
on your mortgages, why don't you pay us 5i? " For the simple 
reason that of our $150,(300,000 forty or fifty or sixty millions of it 
are in raih-oad securities, municipal bonds, that are paying us per- 
haps considerably less than 4 per cent, a great deal of it 3i, and we 
have one bond in our bank to-day that paA^s us 2.9 per cent. 

Senator McLean. I wish you would complete your statement with 
regard to the effect of something in Boston you were speaking of. 

Mr. Saul. That was Boston that I am familiar with. I have no 
doubt it is the same in other communities that I have not investi- 
gated, I just wanted to call that to your attention because I know 
from talking to a savings bank man there, Mr. AVashburn, that they 
were paying 4i or 5 per cent. 

Senator McLean. The trust companies? 

Mr. Saul, Well, the savings banks were, because they had to come 
up to it on account of the trust companies. 

Senator McLean. On account of the competition of the trust com- 
panies? 

Mr. Saul. Yes. 

Senator McLean. What do the trust companies do with the money 
they get ? 



rent estate you are eoinp to subtract from it. 

Senator Caldee. ^o ; I am not, because I am going to permit them 
to lend for a period of years. 

Senator McLean. Permit them; but you can not compel them. 

Senator Calder. I have discovered in my visits throughout thj 
country, n-here I have had the hearings on these various subjects, thnt 
the uiitional bank officials over the countr;-, mo«t of them, wouUI 
like this very thing to be done. 

Senator McLean'. They would like to get the money. 

Senator Cai^der. Because they vant to lend their money on mort- 
gages. 

Senator McLean. Sot on real ^tate. 

Senator Calder. Yes: they have said so. 

Senator Pomerexe. You will find that national banks as a general 
rule want all of their loans in liquid form. There is not any question 
about that. 

Mr, Saul. If j'oii will pardon me right here. t)ie present Iliw per- 
mitting the spending of money by a national bank on real estate is 
of no use to the national bank because it is so little, being a very 
small part of its capital and only loaned for one year, with great re- 
strictions, and when they want to make any other loans they can do 
about as they please, without any limits: so that no bank wants to 
lend any money on real estate, whether that is the best Held or not. 
I am not arguing that the national bank should be allowed to lend 
any money on real estate. That is a question for the committee, in its 
wisdom, as to whether they feel that a national banking sjstem 
should have any mortgages. Under usual londitions the savings 
bank lends from three to five years. Undoubtedly in certain corn- 
munities they would lend on mortgages, because that is a goi>d field. 
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but in other communities, particularly a community and a time like 
this, with interest rates up very high on commercial loans and ac- 
ceptances and short-term notes, they would not want to lend on 
mortgages, but they would at times. 

There is another thing: A good many institutions in this town, 
when they could lend money at 7 per cent in other securities, would 
take mortgages at 6. They did it for two reasons : One was to help 
the community, and another was that they were taking a loan for 
three or five years, whereas this temporary rate of 7 per cent may 
be cut off the next month. 

Senator Henderson. You 'say " this community " ; what community 
do you refer to ? 

Mr. Saul. Washington. There was a question that was asked, 
Senator, in regard to why the savings banks were not established in 
the Western States. The situation is that no savings banks have 
been established anywhere in the last 25 or 50 years, to speak of. I 
imagine that the savings banks in which 90 per cent of the savings 
are were organized 40 or 50 or 75 years ago. 

Mr. Knox. I think you are right on that. 

Senator Pomerene. You are speaking of these nonstock banks ? 

Mr. Saul. Yes. When you come into the West where the com- 
munities have been built up in the last 25 or 50 years, they have not 
started them, because it is only in recent years that stock banks have 
been paying interest. When these savings banks were started they 
were started in big communities like New York, Philadelphia, or 
older communities that were not so large, where the banks m those 
days paid no interest at all ; and when a few men would get together 
and establish a bank without any capital, it was the only place they 
could get any interest. They perhaps kept open two or three hours 
a week at first. Well, to-day you can not start a bank and do busi- 
ness without a large capital, without a good banking room, when a 
trust company or national bank with millions of dollars standing in 
the community is paying the same rate of interest. So that practi- 
cally no savings institutions have been started in the United States 
in the last 25 years. 

Senator Calder. Have we had any failures of savings banks in our 
State ? 

Mr. Knox. No ; we have not had any since the Washington affair, 
for 30 or 40 years. 

Senator Calder. We have had the commercial banks fail? 

Mr. Knox. Yes, sir. 

Senator McLean. If the national banks in the West are paying 5 
per cent or 4^ per cent on time deposits — I understand you to say 
that is what they are paying? 

Mr. Saul. They are in Boston. I am not familiar with that, but 
I have no doubt they are where the demand occurs. 

Senator Henderson. That was in Boston that he referred to. 

Senator McLean. I understood him to say that the reason why 
these savings banks were not established throughout the country was 
due to the fact that the national banks paid interest on deposits. 

Mr. Saul. National and State banks, and there was not a necessity 
for it. 

Senator McLean. If they do, they probably pay from 4 to 5 per 
cent on time deposits. 
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Mr. Satjl. I had not that just in mind, Senator; but, of course, the 
legislation which has been of such great use to these United States 
was the Federal reserve act which did develop the commercial 
banking. Then, the demands of the war coming along it even 
strained the wonderful machinery of that institution to care for the 
necessities of the country. But in doing that in this unusual condi- 
tion it has — I am not suggesting any remedies, because it would take 
months and months of thought to know what the remedies are that 
should be applied — but I am suggesting that the money is going out 
of mortgage investments; that it is going into the national banks, 
and one part of your two billion in national banks- is naturally going 
into commercial credits instead of mortgages where it possibly would 
have gone from the savings banks. But there is another thing about 
a mortgage. In the States you are restricted to 6 per cent on your 
mortgages. During these times if an investor can get 7 or 7^ per cent 
on perfectly good securities, he has got to take,it. 

Now, I want to say this, that in Washinirton two years ago or a 
year and a half ago they passed a law making the legal rate 8 per 
cent. Prior to that time there were two laws which conflicted. One 
was 6 per cent for the legal rate and one was 10. There was always 
a question as to whether it was proper to charge 10, They legalized 
it at 8 per cent. That was done a year or so ago. All the money 
was being loaned on mortgages at C per cent. There was plenty of 
money to loan, and quite a good deal up to probably last May or 
June, when the turn came, and the rates got stiflfer. During the 
summer there was hardly any new money to loan on mortgages 
because credits were being restricted. Since last September the rate 
has been clianged here largely to 7 per cent. Since then there has 
been more money to loan. I happen to be in that line of business, 
and I know that durinfi June and July and August a good many of 
us tried to hold the rate to 6 per cent, because we felt any change to 
7 per cent seemed to be temporary. You coidd not do it. You could 
not get the money. We had to put the rate up to 7 per cent. Now 
we have practically a normal supply of money, although I have had 
one big investor, just as Mr. Knox speaks of, who notified me a 
couple of months ago not to renew any more loans. We took it up 
with him, and he said, " I can put it in municipal and State bonds at 
5 and 5^ per cent." " Instead of renewing it at 6 we maj' go at 7." 
I was thengetting 7. He said, " My income will be increased $15,000 
a year." There '"'as not any argument against that, because the other 
securities were just as good as mortgages. I am not suggesting a 
remedy, but I am just stating the facts. 

Senator McLean. Does any other witness wish to say anything? 

STATEMEHT OF DR. H. H. WHEATON, OF NEW YORK CITY. 

Dr. Wheaton. Mr. Chairman, I would like to say one thing, that 
n New York State we are going to have in 1921 somewhere in the 
leighborhood of $'250,000,000 available for mortgage purposes. 
Ordinarily 15 per cent of the amount invested — that is, an average— 
lecomes available during the current year. That would mean, in 
■ound numbers, $195,000,000. Taking 60 per cent of the excess of 
ncome from deposits through withdrawals during the year, the 



tion, it is goin}^ to draw this normal amount into mortgages more and 
more. 

Senator Pomerene. Let me understand you. You mean this 
$250,000,000 available is out of bank deposits, renewals of mort- 
gages, etc. ; is that what you mean ? 

Dr. Wheaton. No ; 15 per cent of the amount at present invested. 
Ordinarily as the turnover comes back it is available for new loans, 
and then 60 per cent of the excess of deposits over withdrawals ; that 
is a fair average. 

Mr. Knox. Assuming that they are as great as they have been last 
year, I do not think they will be. 

Dr. Wheaton. Assuming that they are as great as they were last 
year, assuming further that the applications are proper for savings- 
bank investment, there is that possioility in the situation in the State 
of New York. Now, if you are going to do anything in New York 
State or other States to encourage prospective savers and depositors 
to put their money into other institutions, you are going to cripple 
the savings bank in its investments in the mortgage situation. That, 
to my mind, is one of the serious dangers of this present bill. 

Senator Calder. I want to say this: I did not have in mind our 
situation in New York when I introduced this bill. I was thinking 
of Nevada and Ohio and the rest of the country. 

Dr. Wheaton. I appreciate that, Senator; but here is the point, 
you open up immediately one big thing which the national banks of 
any State will take advantage of. You permit them in your pro- 
posed bill to use the word " savings " in the name of the bank. 

Senator Calder. Yes, They use it in most of the States, do they 
not? 

Senator Henderson. Not the name of the bank. They just have 
" savings department." 

Dr. Wheaton. Tliat is different. 

Senator Calder. I see on the windows, " Savings Department, 
First National Bank." 

Senator Henderson. That is not permitted in the name of the bank. 

Dr. Wheaton. Your proposed bill permits them to do that. That 
is the biggest part of the advertising feature, in view of the almost 
copyrighted value of the word " savings " in the name of a savings 
bank. 

Further, you permit them to use that definitely in their advertising. 
Under our existing State law applying to savings banks, national 
banks are prohibited from using the word "savings" in advertising 
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or in the name of the bank. If you permit them to do that in the 
State of New York, you are going to eat into the deposits that ordi- 
narily would go into the savings bank, an institution that through- 
out its entire Jiistory ordinarily invests in real estate, bonds, and 
mortgages. 

Senator Calder. You would not fear the competition wherever a 
safeguard was thrown around them, where they were required to meet 
all the requirements of this bill, would you ? 

Dr. Wheaton. If they used the name " savings " the people in our 
State have grown to know where they see the word '' savings^" that it 
is perfectly safe. 

Senator Henderson. Along that line, I might say that in my home 
town we have a bank — the Henderson Banking Co. — that advertises 
in all the papers and has a sign up in the bank, "sayings department," 
but it is not a part of the name of the bank. 

Mr. Knox. Conditions are different in different parts of the coun- 
try. It would not mean so much in the West. It would mean a 
whole lot in the East, where the word " savings " applies to a particu- 
lar kind of institution. 

Senator Calder. I think you are not fearing any competition. 

Mr. Knox. There are a lot of little fellows that might be. 

Senator Henderson. If you go back 10 years and look at your sav- 
ings accounts and compare it with to-day, you would see the tre- 
mendous increase in savings accounts. 

Dr. Wheaton. We are very anxious to help you on the housing 
proposition. If you can find a way nationally to encourage the estab- 
lishment of bona fide mutual savings banks in parts of the coun- 
try where they are really needing them, they will follow the prece- 
dents of savings banking and customary methods of savings bank- 
ing and will naturally invest in real estate bonds and mortgages. 

Senator Calder. In Ohio and other States in the West we have 
had splendid approval of the building and loan associations. 

Dr. Wheaton. That should be encouraged. It seems to me if you 
can encourage the mutual savings banks and the building and loan 
associations you will do most to encourage housing. 

Mr. Knox. Senator Calder, you would have to get the present rent 
laws repealed in New York before you could find speculative build- 
ers — and we have quite a number of them in New York — who are 
willing to go in, take a fair business chance and go ahead with new 
buildings. 

Senator Pomerene. Let me ask you: You spoke of encouraging 
building and loan associations from a national standpoint. Assum- 
ing that we could pass a law of that kind — there is a serious constitu- 
tional question which it is not necessary for us to go into now — but 
assuming that we could, how would you expect that law to improve 
conditions over and above what the State laws can do? In other 
words, every State has the power to create these very institutions, 
whether they are savings banks or buildings and loan associations or 
what not. If they can do it, it seems to me that the important thing 
is to agitate, to get the moneyed and other people in these backward 
States to see the light as you people see it in New York, or as our 
people see it in Ohio. They can go ahead and do it and they will not 
be handicapped by these possible constitutional difficulties. One of 
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me that the atate lawmakers are closer to conditions, closer to tne 
necessities and they can meet them better than for us here to under- 
take to establish barriers in Washington. 

Mr. Knox. They can naturally do better at short range. 

Dr. Wheaton, That is what I mean ; encourage these States in 
their proper way. 

Senator Pomekene, With respect to the building and loan move- 
ment in Ohio which Senator Calder has referred to, our people are 
very proud and very enthusiastic about it to-day, but 50 or 60 years 
ago they started the building and loan associations, and, due to mis- 
management, due to the fact that they were not properly inspected 
perhaps, there was just one financial crash after another, so that it 
wholly discredited the building and loan associations. In my home 
city of Canton when it was a little town of 12,000 or 15,000 they had 
there two or three of these building and loan associations, and they 
all went to the wall. As a result there was an attempt to assasinate 
several of the officers of the company, and for years you could not get 
a man to go within gunshot, of the building and loan proposition. 
Now, they have got two of the finest building and loan associations 
in the State of Ohio in Canton. Everybody is enthusiastic about 
them, and they are doing a wonderful work. 

(whereupon at 12.10 o'clock, p. m., the committee adjourned.) 
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